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MEMOHAMPPM 


TO:       Members  of  the  Subcommittee  on  Aviation 

FROM:      Committee's  Aviation  Staff 

DATE:      April  21,  1994 

RE:        SUMMARY  OF  SUBJECT  MATTER  for  Aviation  Subcommittee 

hearing  on  UNITED  states  INTERNATIONAL  AVIATION  POLICY, 
Wednesday,  April  27,  1994. 

This  hearing  will  undertake  a  comprehensive  review  of  United 
States  international  civil  aviation  policy.   Testimony  will  be 
received  from  the  Secretary  of  Transportation,  the  General 
Accounting  Office,  and  interested  groups,  including  airlines, 
airports,  and  cities. 

I.    HISTORICAL  BACKGROUND 

•    Chicago  Convention  and  Bermuda  I 

The  modern  history  of  international  aviation  begins  with  the 
International  Civil  Aviation  Conference  held  in  Chicago  in 
November  1944  (generally  known  as  the  Chicago  Convention) . 

At  the  Convention,  the  United  States  advocated  a  free  market 
approach  in  which  airlines  of  all  nations  would  have  unrestricted 
operating  rights  on  international  routes.   Other  nations, 
weeOcened  by  World  War  II,  and  not  having  strong  a_ij:lines,  feared 
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unlimited  competition  with  United  States  airlines  and  proposed 
more  restrictive  regimes.  The  United  Kingdom  and  Canada  proposed 
establishment  of  an  international  organization  to  regulate  air 
service.  The  Convention  could  not  reach  a  compromise  and,  as  a 
result,  each  nation  retained  authority  over  air  service  into  its 
territory.   Since  then,  international  aviation  has  been  governed 
primarily  by  bilateral  agreements  between  governments. 

Until  the  mid-1970s,  many  of  the  bilateral  agreements 
between  the  United  States  and  other  countries  were  described  as 
Bermuda-type  agreements  (subsequently  Bermuda  I  Agreements) , 
because  they  were  based  on  a  prototype  agreement  between  the 
United  Kingdom  and  the  United  States,  signed  in  Bermuda  in  1946. 
Compared  to  other  types  of  agreements,  Bermuda  agreements  were 
considered  to  be  "liberal"  because  they  provided  that  there  would 
be  no  advance  limitations  on  the  capacity  which  each  country's 
airlines  could  operate.  Rather,  the  decision  as  to  how  much 
capacity  to  operate  would  initially  be  left  to  the  airlines. 
Capacity  would  be  subject  to  an  after-the-fact  ("ex  post  facto") 
review,  to  ensure  compliance  with  the  principle  that  capacity 
should  be  related  to  demand  in  the  primary  markets  between  the 
two  countries,  and  that  there  should  be  a  fair  and  equal 
opportunity  for  carriers  of  both  countries  to  operate  over  the 
designated  routes. 

An  additional  liberal  element  of  Bermuda  agreements  was  that 
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they  placed  no  limits  on  the  nvunber  of  United  States  airlines  our 
government  could  authorize,  or  on  the  number  of  United  States 
cities  from  which  otir  airlines  could  originate  their  service. 
However,  Bermuda  agreements  did  limit  the  cities  which  U.S. 
airlines  could  serve  in  a  foreign  country,  and  the  cities  which 
foreign  airlines  could  serve  in  the  United  States.   "Fifth 
Freedom"  rights  (rights  to  provide  service  beyond  the  foreign 
gateway  to  a  third  country)  are  widely  available,  subject  to 
requirements  that  capacity  should  be  related  to  end-to-end 
traffic  between  the  home  country  and  the  third  country.   Airline 
fares  are  subject  to  government  approval. 

•    Bermuda  II  and  Liberal  Bilaterals 

In  the  late-1970s,  there  were  two  opposing  trends  in 
international  agreements.   First,  in  1976,  the  United  Kingdom, 
concerned  about  the  increasing  success  of  United  States  airlines, 
announced  that  it  intended  to  renounce  the  Bermuda  agreement. 
After  protracted  negotiations  the  two  countries  reached  a  new 
agreement,  known  as  Bermuda  II,  which  was  more  restrictive. 
Bermuda  II  limited  the  number  of  United  States  cities  United 
States  airlines  could  use  for  service  to  the  United  Kingdom, 
limited  the  number  of  United  States  airlines  which  could  serve 
each  route,  and  provided  for  advance  determination  of  the 
capacity  which  could  be  operated  on  a  route.   Bermuda  II  has 
frequently  been  cited  as  a  model  by  other  nations  who  wish  to 
obtain  a  more  restrictive  agreement  with  the  United  States. 
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The  opposing  trend  was  the  attempt  of  the  Carter 
Administration  to  extend  domestic  airline  deregulation  to  the 
International  arena  by  negotiating  "liberal"  bilateral 
agreements.   In  these  agreements,  a  foreign  country  would  agree 
that  airlines  of  both  countries  would  have  almost  total  freedom 
to  set  fares  on  international  routes  and  that  there  would  be  no 
limits  on  the  number  of  U.S.  airlines,  the  markets  they  could 
serve,  or  the  capacity  they  could  offer.   In  return,  the  foreign 
carrier (s)  involved  would  be  given  access  to  new  United  States 
cities. 

The  first  liberal  bilateral  agreement  was  negotiated  with 
Belgium  and  the  Netherlands.   This  was  followed  by  liberal 
agreements  with  a  number  of  other  countries,  including  Israel, 
Thailand,  Singapore,  and  South  Korea.   However,  the 
Administration  did  not  succeed  in  its  strategic  objective  of 
pressuring  major  trading  partners,  such  as  the  United  Kingdom, 
France,  and  Japan,  into  entering  into  liberal  agreements  to  keep 
pace  with  the  smaller  countries. 

•    Balance  of  Benefits 

The  Carter  Administration's  policy  was  strongly  criticized 
by  some  U.S.  airlines  as  trading  "hard  rights"  (access  for 
foreign  carriers  to  major  United  States  cities)  for  "soft  rights" 
(freedom  to  set  prices,  and  rights  to  unlimited  designation  of 
United  States  carriers) .   Critics  of  the  policy  argued  the 
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following  points:   1)  the  United  states  already  had  some  of  the 
soft  rights  (such  as  unlimited  designations)  under  Bermuda  I 
agreements;  2)  that  foreign  governments  were  engaging  in 
discriminatory  practices  against  U.S.  carriers,  such  as  providing 
them  inferior  facilities,  requiring  them  to  use  local  personnel 
for  baggage  and  passenger  handling;  3)  that  liberal  bilaterals 
gave  foreign  airlines  valuable  economic  rights  to  serve  interior 
U.S.  cities;  and  4)  as  a  consequence  of  the  liberal  bilaterals 
and  unfair  practices,  U.S.  carriers  were  losing  market  sheure  and 
revenues . 

Defenders  of  the  Carter  Administration  policy  argued  that 
liberal  bilaterals  were  producing  larger  markets  benefitting  all 
airlines,  direct  service  for  additional  U.S.  cities,  and  lower 
fares,  which  benefit  consumers  and  tourism. 

The  Reagan  Administration  generally  sided  with  the  critics 
of  liberal  bilaterals  and  adopted  a  "balance  of  benefits"  policy 
designed  to  ensure  economic  equivalence  in  the  rights  exchanged. 
The  Administration  also  devoted  considerable  effort  to  ending 
discriminatory  practices  against  our  carriers. 

The  Bush  Administration  generally  adhered  to  these  policies, 
but  also  undertook  some  new  policy  initiatives  to  expand 
international  service.  The  first  such  policy  was  to  express  a 
willingness  to  enter  "Open  Skies"  agreements,  which  would  provide 
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open  access  to  international  routes  for  carriers  of  both 
countries.   In  the  difficult  economic  environment  of  the  late 
1980s,  only  the  Netherlands  was  willing  to  enter  this  type  of 
agreement . 

A  second  policy  was  the  "Cities  Program,"  under  which  the 
Administration  was  willing  to  grant  foreign  carriers  extra- 
bilateral  authority  to  serve  U.S.  cities  which  were  not  then 
receiving  service  in  the  foreign  market  involved.   A  relatively 
small  number  of  routes  were  authorized  under  this  program. 

Finally  a  major  tenet  of  Reagan  and  Bush  Administration 
policy  was  to  see  that  large,  strong  U.S.  carriers  (United, 
American,  and  Delta)  were  substituted  for  weak  and  failing  U.S. 
carriers  on  their  major  international  route  networks.   The  Reagan 
and  Bush  Administrations  were  willing  to  make  negotiating 
concessions  to  achieve  these  substitutions. 

•    Foreign  Protectionism 

In  the  late  1980s,  efforts  by  the  U.S.  to  increase 
international  competition  were  overtaken  by  events.   Disturbed  by 
the  increasing  success  of  the  United  States  international 
airlines  and  poor  economic  conditions,  foreign  governments  lost 
interest  in  obtaining  new  rights  from  the  U.S.  and  tried  to  limit 
the  rights  previously  given  to  our  carriers.   As  will  be 
discussed  in  more  detail  in  Section  III  below,  France  renounced 
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its  bilateral  agreement  and  insisted  on  a  virtual  freeze  of 
capacity,  Germany  threatened  renunciation  and  negotiated  interim 
agreements  limiting  capacity,  Japan  resisted  efforts  by  U.S. 
carriers  to  initiate  new  "Fifth  Freedom"  service  beyond  Japan, 
and  Canada  and  the  United  Kingdom  appeared  unwilling  to  agree  to 
substantial  liberalizations  of  their  restrictive  bilaterals. 

II.   ECONOMIC  TRENDS 

This  section  discusses  recent  economic  developments 
affecting  international  aviation. 

•    Overview  of  U.S.  International  Markets 

In  recent  years,  international  aviation  has  become 
increasingly  important  to  United  States  airlines.   In  1992, 
United  States  carriers  carried  43  million  international 
passengers,  about  9%  of  their  total  traffic.   The  revenues 
realized  by  our  airlines  from  international  traffic  were  25%  of 
their  total  revenues. 

The  following  table  indicates  the  10  largest  U.S. 
international  markets  and  the  market  shares  of  our  carriers  in 
these  markets.   These  markets  total  about  67%  of  the 
international  traffic  carried  by  U.S.  carriers. 
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Table  1. 


U.S.  International  Secheduled  Passenger  Co\intry  Markets 
Calender  Year  1992 


TRAFFIC 

TOTAL         TRAFFIC 

NONSTOP 

SHARE 

MARKET 

SHARE 

RANK 

COUNTRY 

FLAG 

PAX 

(%) 

PAX 

W 

1 

JAPAN 

TOTAL 

10.896314 

loao 

10,277,494 

100.0 

US 

6550.2S2 

60-1 

6345.681 

61.7 

FORBGN 

4.346.582 

39.S 

3.931313 

383 

2 

CANADA 

TOTAL 

10^4.367 

loao 

10,121,155 

1003 

US 

6,961.103 

66.1 

6326.633 

68.4 

FORBGN 

3.563.264 

33.9 

3.194322 

31.6 

3 

UNIIbU  KINGDOM 

TOTAL 

9.843.319 

100.0 

9.686356 

100.0 

US 

4349,061 

49.3 

4323384 

493 

FOREIGN 

43!>4.2se 

S0.7 

4,662.972 

S0.2 

4 

MEXICO 

TOTAL 

9.026,022 

100.0 

6361.202 

100.0 

US 

4,667.233 

51.7 

4,617,725 

53.9 

FORSGN 

4.358,789 

46.3 

3.943.477 

46.1 

5 

GB)MANY 

TOTAL 

5.187.680 

100.0 

5,175.773 

100.0 

US 

2.963336 

573 

3,030,108 

583 

FORSGN 

2,204.344 

42.5 

2.146,665 

41. s 

6 

FRANCE 

TOTAL 

3.696.147 

100.0 

3.401326 

100.0 

US 

2310321 

fl7.9 

2367.724 

69.6 

FOREIGN 

1,185.626 

32.1 

1,033,602 

30.4 

/ 

KOREA 

TOTAL 

1355.446 

100.O 

1.723.654 

1003 

US 

924.162 

473 

729377 

423 

FOREIGN 

1.031.284 

52.7 

994.077 

57.7 

8 

NETHERLANDS 

TOTAL 

1,817388 

100.0 

1361.976 

100.0 

US 

423334 

23.3 

338.433 

21.7 

FORBGN 

1394354 

76.7 

1.223343 

78.3 

e 

DOMINIOAN  REPUBLIC 

;    TOTAL 

1.781374 

loao 

1,779,127 

100.0 

US 

1.475.695 

82.8 

1.474.333 

82.9 

FOREIGN 

305379 

17.2 

304.794 

17.1 

10 

ITALY 

TOTAL 

1.704377 

loao 

1,695,783 

1003 

US 

812.114 

47.6 

801,181 

47.2 

FOREIGN 

882/432 

SZ3 

894,602 

S2.8 

****** 


******** 


1,    1,    -k    *       *********** 


GRAND  TOTAL-- 

TOTAL 

81345362 

loao 

Aa  US  MARKETS 

US 

44396,624 

54.7 

FOREIGN 

36349,338 

4S.3 

80.160.174       loao 

44.495329  55.5 

35.664345  .  44J 
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As  indicated  by  table  2,  in  recent  years  the  growth  in 
international  traffic  has  substantially  exceeded  the  growth  in 
domestic  traffic. 


Table  2.  Growth  in  0.8.  Airline  Passenger  Traffic 


International 

1 

Domestic 

1987 

25% 

8% 

1988 

18% 

1% 

1989 

10% 

.2% 

1990 

15% 

2.2% 

1991 

(1.5%) 

(2.6%) 

1992 

13.3% 

4.0% 

1993 

4.2% 

.3% 

•    Competitive  Success  of  U.S.  Carriers 

Another  trend  of  the  past  decade  has  been  the  increased 
competitive  success  of  U.S.  carriers  as  a  group  against  their 
foreign  competitors. 


In  the  mid  to  late  1980s,  the  number  of  United  States 
airlines  operating  internationally  increased  dramatically  and  new 
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U.S.  carriers  took  over  major  international  routes.   The  new  U.S. 
carriers  were  frequently  stronger  than  their  predecessors.   Until 
this  period.  United  States  international  service  had  been 
dominated  by  Pan  American  and  TWA.   In  recent  years  these 
carriers  have  not  been  the  strongest  international  competitors 
the  United  States  could  have  fielded.   Neither  had  as  strong  a 
domestic  route  system  as  United,  American,  or  Delta  to  back  up 
international  operations  from  gateway  cities,   in  addition,  both 
Pan  Am  and  TWA  had  problems  keeping  their  costs  under  control  and 
constantly  lost  money. 

Beginning  with  Pan  American's  sale  of  its  Pacific  routes  to 
United  in  1986,  Pan  American  and  TWA  sold  major  portions  of  their 
international  routes  to  stronger  domestic  carriers,  particularly 
American,  United,  and  Delta.   Following  these  route  sales  and  the 
awards  of  new  routes  to  these  and  other  U.S.  carriers,  there  was 
a  substantial  increase  in  the  level  of  service  provided  by  our 
carriers.   For  example,  in  1980  there  were  92  U.S. -Europe  markets 
receiving  non-stop  service  by  U.S.  carriers;  in  1993  there  were 
184  such  markets.   The  total  traffic  carried  by  U.S.  carriers  in 
international  markets  increased  by  90%  during  the  1980s,  while 
our  carriers'  share  of  United  States  international  markets 
increased  from  49%  in  1980  to  55%  today.   These  trends  were 
particularly  pronounced  in  some  of  our  major  markets.   In  Japan 
and  Germany,  our  carrier's  market  shares  approached  60%,  and  in 
France  70%. 
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Adding  to  foreign  concerns  has  been  the  relative  efficiency 
and  competitive  strength  of  our  carriers.   Since  deregulation. 
United  States  carriers  have  been  under  great  pressure  to  control 
their  costs.   Foreign  carriers,  many  of  which  were  state  owned 
and  conducting  some  operations  in  protected  regulatory 
environments,  did  not  face  these  pressures.   In  addition,  in  many 
foreign  countries,  social  legislation  prevented  the  company  from 
lowering  costs  by  reducing  employment  compensation  or  benefits. 
DOT  estimated  that  in  1990,  U.S.  international  carriers  had 
operating  costs  of  at  $.70  per  available  ton  mile,  while 
comparable  operating  costs  of  major  foreign  carriers  remged  from 
$1.00  to  $1.20. 

The  competitive  difficulties  of  foreign  carriers  have  been 
exacerbated  by  the  world-wide  recession  and  resulting  financial 
difficulties  of  all  airlines. 

•    Financial  Losses  of  U.S.  Carriers  in  International  Service 

Although  our  carriers  have  captured  market  share,  their 
recent  operations  have  frequently  been  unprofitable. 

International  passenger  service  by  U.S.  carriers  has  been 
unprofitable  since  1989,  with  the  industry's  annual  losses 
ranging  between  $116  million  and  $855  million.  The  revenues  and 
profits  realized  by  our  largest  carriers  in  international 
operations  for  the  year  ended  September  30,  1993,  are  summarized 
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in  table  3,  below. 


Table  3.   Financial  Results  of  International  Service  by  U.S. 
Airlines  ($) 

Year  Ended  9-30-93 


American 

Operating 
Revenues 

Net  Profit 

Atlantic 

1 ,697,540,000 

(78.498.000; 

Latin  Annerica 

1,859,658,000 

33,81 1 ,000 

Pacific 

346,904.000 

J5.977.000 

Domestic 

10,898,483,000 

(431.218.000 

Contit>ental 

Atlantic 

373,699,000 

(19,415,000] 

Latin  America 

278,053.000 

13.321.000 

Pacific 

449.535,000 

(50,444,0001 

Domestic 

4,084,940,000 

573,201.000 

Delta 

Atlantic 

1.921,640.000 

(364.671  .OOO: 

Latin  America 

234.094,000 

615,000 

Pacific 

515,746.000 

(57.580,000' 

Domestic 

9.557.640.000 

(413,174,000 

Northwest 

Atlantic 

480,292,000 

3,320,000 

Latin  America 

NA 

NA 

Pacific 

3,005,776,000 

(19,145,000; 

Domestic 

4,751,239,000 

(233,095.000] 

TWA 

Atlantic 

760.976.000 

(268.654 .000] 

Latin  Annerica 

NA 

NA 

Pacific 

NA 

NA 

Domestic 

2.264.623.000 

(371 .028.000; 

United 

Atlantic 

1.230.623.000 

(96.427.000] 

Latin  America 

615.84^000 

(72.044.000] 

Pacific 

3.505.632.000 

43.189.000 

Domestic 

8,550.295.000 

(59.417.000] 

USAir 

Atlantic 

228,301.000 

(8.531,000) 

Latin  America 

38,316,000 

(16,062.000] 

Pacific 

NA 

NA 

Domestic 

6.195,842.000 

(1.311.701.0001 

All  Malors  and  National 

Atlantic 

7,888,010,000 

(941,354.000) 

Latin  America 

3,257,302,000 

(59.818.000) 

Pacific 

8,618,208,000 

(147.465.0001 

Domestic 

60,102.159,000 

(1.805.257.000) 

Source:  DOT  Form  41 
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•  Privatization 

Another  recent  trend  has  been  the  privatization  of  foreign 
airlines.   A  DOT  study  shows  privatizations  have  been  commenced, 
and  in  some  cases  completed,  for  26  foreign  airlines,  including 
British  Airways,  Japan  Airlines,  and  Air  Canada.   Privatization 
should  generally  reduce  the  operating  cost  of  foreign  airlines  by 
requiring  them  to  focus  on  profitability  and  giving  them  greater 
freedom  to  adjust  employment.   However,  privatization  could  also 
weaken  foreign  airlines  as  competitors  to  the  extent  that  it 
results  in  a  loss  of  government  financial  support.   It  could  also 
drive  weaker  foreign  airlines  to  cross-border  mergers. 

•  Globalization  and  Code-Sharing 

Another  recent  trend  is  "globalization",  meaning  that 
airlines  are  becoming  less  tied  to  a  single  country. 
Globalization  is  generally  perceived  as  a  factor  which  will 
encourage  a  movement  away  from  protectionism  and  towards  free 
markets . 

Globalization  is  seen  in  substantial  increases  in 
investments  by  airlines  of  one  country  in  airlines  of  a  different 
nationality.   For  example,  KLM  owns  substantial  equity  in 
Northwest  Airlines,  as  does  British  Air  in  US  Air;  Singapore  and 
Swiss  Air  have  smaller  shares  in  Delta;  British  Air  and  KLM  have 
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equity  interes'ts  in  Sabena;  and  Iberia  is  a  major  stockholder  of 
Aerolinia  Argentines. 

In  addition  there  has  been  a  substantial  increase  in 
cooperative  operating,  marketing  and  service  agreements  between 
airlines  of  difference  countries.   An  extensive  and  somewhat 
controversial  form  of  cooperative  arrangement  is  "code-sharing" 
arrangements,  in  which  a  flight  operated  by  one  airline  is  listed 
twice  in  computer  reservation  systems;  once  as  a  flight  of  the 
operating  airline  and  separately  as  a  flight  of  the  code-sharing 
airline.  (Codes  are  two  letter  designations  used  in  computer 
reservations  system  that  symbolize  the  name  of  an  airline,  i.e., 
AA-American,  DL-Delta.) 

Code-sharing  is  widespread.   DOT  has  approved  approximately 
60  code  sharing  arrangements  between  U.S.  and  foreign  carriers. 
Some  arrangements  cover  service  between  U.S.  and  foreign  points, 
while  others  cover  service  behind  a  U.S.  gateway  to  an  interior 
U.S.  city,  or  beyond  a  foreign  point  to  another  foreign  point. 

In  code-sharing  agreements  for  connecting  service  actually 
operated  by  two  carriers,  the  service  is  sometimes  shown  twice  as 
one  carrier  service,  while  in  other  cases  the  schedules  are 
listed  once  as  two  carrier  service,  and  separately  as  one  carrier 
service.   As  an  example  of  the  former,  the  Los  Angeles-Amsterdeun 
connecting  service  operated  by  Northwest  from  Los  Angeles  to 
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Detroit  and  KLM  from  Detroit  to  Amsterdam  is  listed  in  CRSs 
twice;  first  as  a  KLM  to  KLM  connection  and  secondly  as  a 
Northwest  to  Northwest  connection.   In  both  cases  there  are 
designations  indicating  who  actually  operates  the  flights.   As  im 
exeunple  of  less  complete  code-sharing,  connecting  service  between 
Zurich  and  Cincinnati,  in  which  Swiss  Air  operates  from  Zurich  to 
JFK  and  Delta  operates  from  JFK  to  Cincinnati,  the  flight  is 
listed  twice  in  the  CRSs;  first,  as  a  connection  of  a  Swiss  Air 
flight  to  a  Delta  flight,  and  second,  as  a  connection  of  a  Delta 
flight  to  a  Delta  flight.   In  this  case,  Swissair  does  not  hold 
out  service  beyond  a  U.S.  gateway  to  an  interior  U.S.  city. 

III.  INTERNATIONAL  AIR  CARGO 

International  cargo  revenues  of  U.S.  carriers  totalled  $2.8 
billion  in  year  ended  September  1993,  about  19%  of  international 
passenger  revenues.   About  $1.5  billion  of  the  cargo  revenues 
came  from  the  Pacific  area. 

International  freight  traffic  of  U.S.  airlines  increased  by 
128%  between  1983  and  1993. 

Our  carriers'  market  share  of  freight  in  U.S.  international 
markets  has  increased  from  about  30%  in  1985  to  40%  in  1993. 
This  has  reversed  the  decline  from  40%  to  30%  from  the  mid  70s  to 
mid  80s. 
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Carriers  which  provide  freight  and  passenger  service  do  not 
file  separate  estimates  of  profit  and  loss  for  freight  service. 
The  all-cargo  carrier.  Federal  Express,  which  had  the  highest 
cargo  revenues  of  all  U.S.  carriers,  reported  a  loss  of  $183 
million  for  international  operations  for  year  ended  September  30, 
1993.   UPS,  with  a  much  smaller  international  cargo  operation, 
reported  international  profits  of  $20  million. 

Generally  speaking,  the  provisions  of  our  bilateral 
agreements  on  cargo  are  at  least  as  liberal,  and  in  some  cases 
more  liberal,  than  our  passenger  agreements.   However,  cargo 
carriers  have  a  great  need  for  operating  flexibility  to  meet 
shifts  in  market  demand  and  to  adjust  operations  to  accommodate 
demands  which  are  seasonal  or  much  greater  in  one  direction  than 
another.   This  means  that  in  cargo  operations  there  is  a  great 
need  for  arrangements  which  combine  different  foreign 
destinations  on  the  same  route.   This  can  best  be  accomplished  by 
multilateral  agreements,  since  in  a  bilateral  negotiation  a 
single  foreign  country  can  only  grant  rights  on  its  own  behalf, 
and  cannot  grant  complete  rights  between  its  home  country  and 
other  foreign  countries. 

The  United  States  has  been  pursuing  a  multilateral  agreement 
on  cargo  with  the  European  Union,  but  thus  far  the  member  states 
have  been  reluctant  to  agree  to  allow  the  Union  to  negotiate  on 
their  behalf.   In  the  Pacific,  Federal  Express  would  like  to  open 


XXI 

17 

a  hub  in  Philippines.   Accomplishing  this  will  require  extensive 

fifth  freedom  rights  in  Asia.   For  the  moment,  these  rights  will 

be  pursued  by  DOT  on  a  country  by  country  basis. 

IV.   STATUS  OF  MAJOR  BILATERAL  NEGOTIATIONS 

This  section  describes  current  status  of  five  of  our  most 
important  bilateral  relationships,  those  with  Canada,  the  United 
Kingdom,  France,  Germany,  and  Japan. 
(a)   Canada 
•    Status  of  Negotiations 

The  United  States  and  Canada  have  a  restrictive  agreement, 
dating  from  1966,  which  imposes  severe  limitations  on  the  non- 
stop service  which  can  be  provided  between  the  two  countries.   In 
1990,  Transportation  Secretary  Skinner  and  Canadian  Transport 
Minister  Lewis  announced  an  effort  to  negotiate  an  open  skies 
bilateral  between  the  two  countries.   Negotiations  thus  far  have 
been  unsuccessful.   A  major  area  of  disagreement  has  been  over 
the  timing  of  a  transition  to  open  skies.   Canada's  position  has 
been  that,  because  of  the  much  greater  competitive  strength  of 
United  States  carriers,  Canadian  carriers  need  a  transition 
period  in  which  there  would  be  complete  freedom  for  Canadian 
carriers,  but  limits  on  the  number  of  United  States  carriers  that 
could  serve  major  markets.   Canada  has  proposed  a  protection 
period  of  as  much  as  eight  years,  primarily  to  protect  routes 
into  Montreal,  Vancouver,  and  Toronto. 
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The  concept  of  protection  became  even  more  controversial 
when  carriers  of  the  two  coxintries  recently  entered  into 
ownership  and  operating  agreements  (Air  Canada  investing  in 
Continental  and  American  in  Canadian  International)  .   The  U.S. 
carriers  that  do  not  have  ownership  relationships  perceive  that  a 
transition  period  will  not  only  give  advantages  to  Canadian 
carriers  but  also  indirectly  to  the  United  States  carriers 
involved  in  the  ownership  arrangements. 

Another  soiirce  of  disagreement  has  been  the  terns  on  which 
slots  will  be  made  available  to  Canadian  carriers  at  high  density 
airports,  particularly  O'Hare,  La  Guardia,  and  National. 

No  formal  negotiations  have  been  conducted  since  December 
1992.   Our  negotiators  have  believed  that  the  two  sides  were  too 
far  apart  to  make  negotiations  productive.   Additional  delays 
have  been  caused  by  the  need  to  await  the  outcome  of  Canadian 
elections.   Negotiations  are  now  tentatively  scheduled  to  resume 
this  spring. 
•    Market  Data  ^ 
1.    Nonstop  Gateways  (1993 — with  aircraft  60  seats  and  morel 

28  gateways  in  the  U.S:  Nashville,  Boston,  Buffalo, 
Baltimore,  Cleveland,  Denver,  Dallas,  Detroit,  Newark,  Spokane, 
Honolulu,  Houston,  Los  Angeles,  New  York  La  Guardia,  Mieuni, 
Milwaukee,  Minneapolis,  Chicago,  Portland  Oregon,  Philadelphia, 


'  Compiled  by  EXDT. 
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Pittsburgh,  Rochester  N.Y.,  Seattle,  San  Francisco,  San  Jose, 
Salt  Lake  City,  Syracuse,  and  Tampa. 

8  gateways  in  Canada:  Edmonton,  Halifax,  Ottawa,  Montreal, 
Vancouver,  Winnipeg,  Calgary,  and  Toronto. 

57  nonstop  city  pairs:  13  Joint,  32  U.S.  Exclusive,  and  12 
Canadian  Exclusive. 

2.  Scheduled  Passengers 
Calendar  Year  1993;  10,784,500 
Calendar  Year  1992;  10,213,600 

%  Change;  5.6%  (U.S.  flag,  6.8%;  Canadian  flag, 

2.9%) 

3.  Market  Shares  f Calendar  Year  1993) 

U.S.;  70%   (American,  17.4%;  Delta,  17.1%,  United, 

10.7%;  Northwest,  9.6%;  US  Air,  9.4%; 
Continental,  0.9%;  Other,  4.8%) 

Canada;    30% 

(b)   United  Kingdom 

•    Status  of  Negotiations 

The  U.S.  has  long  been  dissatisfied  with  the  Bermuda  II 
agreement  between  the  United  States  and  the  United  Kingdom.   The 
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agreement  limits  access  to  London's  Heathrow  to  two  U.S.  carrierr 
and  names  the  gateways  they  may  serve.   Many  of  these  gateways 
are  limited  to  one  U.S.  carrier  (only  New  York,  Boston,  Miami, 
and  Los  Angeles  can  be  served  by  two  U.S.  carriers).  The 
bilateral  also  limits  service  to  other  U.K.  cities,  and  requires 
prior  approval  of  capacity. 

The  present  efforts  to  liberalize  the  agreement  began  with 
the  negotiations  which  were  required  to  obtain  Heathrow  access 
for  United  and  American  when  these  carriers  replaced  Pan  Am  and 
TWA.  The  agreement  entered  into  at  that  time  included  provisions 
for  extensive  code-sharing  arrangements.   In  1992,  British  Air 
entered  into  an  agreement  with  USAir,  in  which  British  Air 
acquired  a  24%  equity  interest  in  USAir.   The  two  carriers  also 
agreed  to  a  code-sharing  arrangement  under  which  British  Air 
would  be  able  to  list  as  British  Air  flights,  USAir  flights 
between  U.S.  gateway  cities  and  many  interior  points.  This 
enabled  British  Air  to  advertise  British  Air  connecting  service 
between  the  U.K.  and  interior  U.S.  points. 

In  approving  this  code-sharing  agreement  for  a  year  in  Heurch 
1993,  DOT  indicated  its  dissatisfaction  with  the  existing 
bilateral  agreement  and  our  desire  to  conclude  a  liberal 
agreement.   Negotiations  have  been  going  on  since.  The  two  sides 
have  made  some  progress  towards  agreeing  to  more  liberal  rights, 
but  there  has  been  no  progress  between  the  two  sides  over  the 
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U.S.  request  for  substantial  new  authority  for  our  carriers  to 
serve  Heathrow. 

A  critical  point  in  the  negotiations  occurred  in  March  1994, 
when  DOT'S  approval  of  code-sharing  expired.   At  that  time, 
consideration  was  given  to  renouncing  the  agreement,  but  the 
decision  of  the  U.S.  government  was  to  renew  the  code-sharing 
authorization  for  one  additional  year  and  continue  negotiations. 

•    Market  Data 

1.  Nonstop  Gateways  (Calendar  Year  1993^ 

22  gateways  in  the  U.S.:  Atlanta,  Boston,  Baltimore, 
Charlotte,  Cincinnati,  Denver,  Dallas,  Detroit,  Newark, 
Washington  Dulles,  Houston,  New  York  Kennedy,  Los  Angeles, 
Orlando,  Miami,  Minneapolis,  Chicago,  Philadelphia,  Pittsbvirgh, 
Seattle,  San  Francisco,  and  St.  Louis. 

4  gateways  in  the  U.K.:  Birmingham,  Glasgow,  London,  and 
Manchester . 

31  Nonstop  City  Pairs:  15  Joint,  11  U.S.  Exclusive,  and  5 
U.K.  Exclusive. 

2.  Scheduled  Passengers 

Calendar  Year  1993;      10,197,700 
Calendar  Year  1992;      9,551,000 


XXVI 

22 

%  Change;  6.8%  (U.S.  2.7%;  U.K.  11%) 

3.    Market  Shares  (Calendar  Year  1993^ 

U.S.;  48.5%      (American,  15.4%;  United,  12.5%; 

Delta,  6.2%;  Northwest,  5.7%; 

Continental,  5.1%;  U.S.,  2.1%;  TWA, 

1.6%) 
U.K.;  51.5% 

(c)   France 

•    (g.tatus  of  Negotiations 

?^?ntil  renunciations  in  1992,  France  and  the  U.S.  had  a 
relatively  liberal  agreement.   In  the  early  1990s,  France  became 
increasingly  dissatisfied  with  the  agreements,  as  U.S.  carriers 
increased  capacity  and  gained  market  share  and  Air  France's 
financial  difficulties  grew.   France  proposed  an  agreement 
restricting  capacity.   The  two  sides  could  not  agree,  and  France 
renounced  the  agreement  in  May  1992.   After  a  one  year  phase-out 
period,  as  is  required  for  renunciations  of  bilaterals,  the 
bilateral  terminated  in  May  1993.   Since  that  date,  operations 
have  been  conducted  outside  a  bilateral  agreement  on  the  basis  of 
comity  and  reciprocity.   This  regime  has  resulted  in  a  basic 
freezing  of  the  schedules  of  carriers  of  the  two  countries.   It 
is  unlikely  that  France  will  be  interested  in  entering  into  an 
agreement  on  terms  acceptable  to  the  United  States  until  they 
have  worked  out  Air  France's  financial  problems. 
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•  Market  Data 

1.  Nonstop  Gateways  (1993) 

16  Gateways  in  the  U.S.:  Atlanta,  Boston,  Cincinnati, 
Dallas,  Detroit,  Newark,  Washington  Dulles,  Houston,  New  York 
Kennedy,  Los  Angeles,  Mieuni,  Chicago,  Philadelphia,  Raleigh,  Sjui 
Francisco,  and  St.  Louis. 

2  Gateways  in  France:  Nice  and  Paris. 

18  Nonstop  City  Pairs:  9  Joint,  9  U.S.  Exclusive,  and  0 
French  Exclusive. 

2.  Scheduled  Passengers 
Calendar  Year  1993;  3,255,000 
Calendar  Year  1992;  3,388,800 

%  Change;  -3.9%  (U.S.  flag,  -5.0%,  French  flag,  - 

1.6%) 

3.  Market  Shares  (Calendar  Year  1993) 

U.S.;     69.1%     (American,  14.9%;  United  12.9%;  TWA, 
10.9%;  Delta,  10.5%;  Northwest,  7.5%; 
Continental,  7.2%;  US  Air,  2.9%;  Tower, 
2.4%) 

France;    30.9% 
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(d)   Germany 
•    Status  of  Negotiations 

The  U.S.  and  Germany  entered  into  a  liberal  bilateral 
agreement  in  1978,  in  which  U.S.  carriers  had  open  skies  routes 
to  and  from  Germany,  while  German  carriers  were  limited  within 
regard  to  the  U.S.  points  they  could  serve.   German  concern  about 
U.S.  dominance  of  the  passenger  market  between  the  two  countries 
led  to  negotiations  for  an  interim  restrictive  agreement  limiting 
U.S.  carrier  service  between  the  two  countries. 

After  prolonged  and  difficult  discussions,  an  interim 
agreement  in  principle  was  negotiated  in  March  1993.   The 
agreement  provides  for  four  years  of  interim  limitations  followed 
by  a  return  to  the  liberal  bilateral  agreement.   The  interim 
agreement  limits  capacity  between  the  United  States  and  Germany 
but  the  limitations  are  considered  high  enough  to  permit  the 
operations  which  U.S.  carriers  would  like  to  carry  out  in  the 
next  few  years. 

The  agreement  also  gives  Lufthansa  the  right  to  code-share 
with  United  from  gateway  U.S.  gateway  cities  to  interior  U.S. 
cities.   However,  there  are  frequency  limitations  on  the  number 
of  flights  on  which  Lufthansa  may  code-share.   The  United  States 
gained  code-sharing  rights  for  our  carriers,  including  rights  for 
Northwest  to  code-share  on  KLM  flights  from  Amsterdam  to  Germany 
(subject  to  frequency  limitations  rights) ,  rights  for  a  second 
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D.S.  carrier  to  code  share  to  Germany  via  intermediate  points, 
and  rights  for  U.S.  carriers  to  code  share  beyond  Germany. 

Market  Data 

1.  Nonstop  Gateways  (1993) 

16  gateways  in  the  U.S.:  Atlanta,  Boston,  Charlotte, 
Cincinnati,  Dallas,  Detroit,  Newark,  Washington  Dulles,  Kennedy 
New  York,  Los  Angeles,  Orlando,  Miami,  Chicago,  Pittsburgh,  San 
Francisco,  and  San  Juan. 

6  gateways  in  Germany:  Cologne,  Dusseldorf,  Frankfurt, 
Hamburg,  Munich,  and  Berlin. 

33  nonstop  city  pairs:  (11  Joint,  16  U.S.  Exclusive,  and  6 
Germany  Exclusive) 

2.  Scheduled  Passenger 

Calendar  Year  1993;  5,140,500 
Calendar  Year  1992;  5,063,900 
%  Change;  1.5%  (U.S.,  6.2%;  Germany,  -5.5%) 

3.  Market  Shares  (Calendar  Year  1993) 

U.S.;  62.6%     (Delta,  29.3%;  American,  9.1%; 

Northwest,  5.8%;  United,  5.5%; 
Continental,  5%;  US  Air  4.6%;  TWA 
2.6%;  Tower  0.7%) 
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Germany;  37.4% 

(e)      Japan 

•    Status  of  Negotiations 

Although  the  bilateral  agreement  between  the  countries  is 
liberal  on  its  face,  Japan  has  interpreted  and  administered  the 
agreement  to  limit  our  carriers'  rights.   Recently  the  Japanese 
have  been  trying  to  have  the  bilateral  revised  to  mcike  it  more 
restrictive. 

Under  existing  agreements,  there  are  differences  in  the 
rights  held  by  three  U.S.  carriers  with  longtemn  service  to  Japan 
(United,  which  purchased  Pan  Am's  routes.  Northwest  and  Federal 
Express) ,  and  the  carriers  more  recently  designated  pursuant  to 
various  memorandums  of  understanding  (American,  Delta, 
Continental,  and  UPS) .  Japan  has  taken  the  position  that  only 
the  long  term  carriers  have  so-called  Fifth  Freedom  Rights  to 
operate  beyond  Japan. 

As  to  these  carriers,  there  have  been  disputes  as  to  whether 
prior  permission  is  required  for  new  Fifth  Freedom  operations  and 
whether  there  are  prior  approval  requirements  as  to  the  capacity 
which  may  be  operated.  The  U.S.  position  is  that  prior 
permission  is  not  required  to  inaugurate  new  Fifth  Freedom 
service,  and  that  capacity  is  subject  to  the  Bermuda  I  regime,  in 
which  capacity  is  reviewed  only  after  the  fact  for  conformity 
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with  the  basic  principle  that  capacity  should  primarily  be  based 
on  traffic  between  the  two  countries  involved. 

In  early  1993,  there  were  a  number  of  disputes  over  Fifth 
Freedom  operations,  with  Japan  taking  the  position  that  prior 
approval  was  required  for  new  Fifth  Freedom  service,  and  that  any 
approval  would  be  granted  subject  to  a  requirement  that  50%  of 
the  traffic  on  board  must  have  a  U.S.  origin  or  destination. 
These  disputes  were  never  satisfactorily  resolved.   At  present 
the  U.S.  carriers  involved  are  not  asking  our  government  to 
impose  sanctions  to  support  our  position. 

Apart  from  Fifth  Freedom  issues,  Japan  has  been  generally 
concerned  with  the  dominance  of  U.S.  carriers  in  U.S.-Japem 
markets  and  with  the  competitive  difficulties  faced  by  the  higher 
cost  Japanese  carriers.   Negotiations  are  expected  to  teike  place 
this  spring  on  the  question  of  the  access  of  U.S.  carriers  to 
Japan's  new  Kansai  Airport  near  Osaka.   The  U.S.  position  has 
been  that  U.S.  cart-iers  should  be  permitted  to  operate  to  Kansai 
without  capacity  restrictions  under  the  basic  U.S. -Japan 
agreement.   The  Japanese  are  looking  for  an  agreement  which  would 
allow  limited  U.S.  service  to  Kansai  and  also  impose  constraints 
on  existing  U.S.  rights  to  operate  beyond  Japan's  other  points. 

•    Market  Data 

1.    Nonstop  Gateways  fl993) 
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14  gateways  in  the  U.S.:  Atlanta,  Dallas,  Detroit,  Gueun, 
Honolulu,  Washington  Dulles,  New  York  Kennedy,  Los  Angeles, 
Chicago,  Portland  Oregon,  Seattle,  San  Francisco,  San  Jose,  and 
Saipan. 

7  gateways  in  Japan:  Sapporo,  Fukuoka,  Nagoya,  Narita, 
Okinawa,  Osaka,  and  Sendai. 

34  Nonstop  City  Pairs:  11  Joint,  18  U.S.  Exclusive,  and  5 
Japan  Exclusive. 

2.  Scheduled  Passengers 
Calendar  Year  1993;  9,669,2  00 
Calendar  Year  1992;  9,866,700 

%  Change;  -2.0  (U.S.,  1.1%;  Japan,  -7.6%) 

3.  Market  Shares  (Calendar  Year  1993) 

U.S.;     66.3%     (Northwest  28.8%,  United  19.8%, 

Continental  10.6%,  American  3.6%,  Delta 
3.5%) 

Japan;     33.7% 

IV.   POLICY  ISSUES 

This  section  discusses  major  policy  issues  for  international 

aviation. 
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•    Negotiating  strategy 

Although  there  is  general  agreement  that  the  long  run 
objective  of  our  negotiating  strategy  should  be  maximum 
competitive  opportunities  for  our  carriers,  there  is  substantial 
disagreement  in  the  aviation  community  over  the  short  run 
strategies  we  should  pursue  to  reach  these  objectives. 

Some  of  these  disagreements  were  brought  sharply  into  focus 
in  the  recent  U.K.  negotiations.   All  sides  agreed  that  the 
current  agreement  with  the  U.K.  is  too  restrictive  and  does  not 
offer  sufficient  competitive  opportunities  for  U.S.  carriers. 
However,  there  was  no  consensus  on  how  we  should  respond  to  the 
U.K.'s  refusal  to  meet  U.S.  demands  for  prompt  liberalization; 
should  we  renounce  the  agreement  and  take  additional  steps  to 
force  a  more  liberal  agreement,  or  should  we  continue  to 
negotiate  and  be  willing  to  accept  interim  agreements  which  are 
not  fully  satisfactory? 

The  proponents  of  renunciation  (in  the  case  of  the  U.K., 
Delta  and  American)  contended  that  international  operations  to 
the  U.S.  are  generally  more  important  to  the  airlines  of  our 
trading  partners  than  they  are  to  U.S.  airlines  (in  the  U.K.,  for 
example,  25%  of  British  Air's  revenues  are  U.S. -U.K.,  compared  to 
only  5%  of  American's).   They  urged  that  we  should  use  this 
leverage  to  renounce,  and  then  restrict  U.K.  rights,  to  force  a 
more  liberal  agreements.   The  proponents  of  renunciation  also 
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argued  that  renunciation  is  the  best  way  of  showing  the  U.K.  and 
others  that  we  will  not  tolerate  unsatisfactory  agreements. 

The  proponents  of  continued  negotiations  (in  the  case  of  the 
U.K.,  Northwest,  United,  USAir)  argued  that  experience  with 
renunciation  by  other  countries  (France,  and  Thailand)  has  shown 
that  renunciation  produces  situations  disadvantageous  to  the  U.S. 
and  which  generally  lead  to  a  freezing  of  U.S.  carrier  capacity. 

In  the  U.K.  situation,  opponents  of  renunciation  also  argued 
that  renunciation  and  a  trade  war  could  have  serious  consequences 
for  some  U.S.  carriers.  A  specific  concern  was  that  withdrawal 
of  approval  for  USAir-British  Air  code-sharing  could  cause 
revenue  losses  to  USAir  as  well  as  the  loss  of  possible  future 
assistance  from  British  Air.   It  was  argued  that  this  could  force 
USAir  into  bankruptcy.  Opponents  of  U.S.  renunciation  also 
argued  that  a  renunciation  by  our  government  would  metke  this  step 
more  acceptable,  and  encourage  other  foreign  countries  to 
renounce  agreements  where  the  U.S.  has  captured  most  of  the 
traffic. 

In  other  negotiations  carriers  opposing  renunciation  have 
argued  that  we  should  recognize  the  problems  faced  by  our  foreign 
partners.   Many  of  the  contentious  negotiations  involve  markets 
where  our  carriers  are  stronger  than  the  foreign  carrier,  and 
have  been  increasing  their  market  share.  We  should  recognize 
that  open  competition  will  be  possible  only  after  an  interim 
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pericxi  in  which  foreign  carriers  restructure  themselves  to  be 
able  to  compete  more  effectively  with  U.S.  carriers. 

A  more  general  question  is  whether  our  government  should  be 
making  greater  efforts  to  develop  a  climate  which  will  encourage 
our  larger  trading  partners  to  enter  into  more  competitive 
agreements.   One  suggested  approach  has  been  to  enter  open  skies 
agreements  with  smaller  countries,  notwithstanding  arguments  that 
these  agreements  would  give  the  smaller  country  relatively 
greater  benefits.   Proponents  of  this  approach  argue  that  open 
skies  agreements  with  small  countries  would  divert  traffic  from 
gateways  in  larger  countries  with  more  restrictive  agreements, 
and  pressure  those  countries  to  liberalize. 

A  related  approach  would  be  multilateral  liberal  agreements 
with  groups  of  small  countries  in  an  area. 

Another  strategy  which  has  been  suggested  is  that  we  should 
accept  agreements  which  are  restrictive  or  disadvantageous  to  our 
cjunriers  in  the  short  term  if,  at  the  same  time,  we  can  reach  an 
agreement  for  an  open  skies  in  a  few  years.   Canada  is  a  leading 
excunple  of  a  country  which  appears  willing  to  agree  now  to  open 
skies  at  a  future  date. 

Another  proposal  is  that  we  should  give  his  priority  to 
negotiating  a  liberal  cargo  agreement  with  the  Exiropean  Union. 
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Apart  from  the  benefits  directly  provided  by  such  an  agreement, 
it  would  serve  as  a  precedent  for  multilateral  agreements  with 
the  EU  and  others  regarding  passenger  service. 

•    Code-sharing 

There  is  substantial  disagreement  about  our  policy  towards 
code-sharing.   The  controversy  centers  on  whether  code-sharing 
produces  substantial  benefits  for  U.S.  consumers,  and  whether  it 
gives  foreign  airlines  rights  of  great  value. 

On  both  issues,  a  basic  question  is  "compared  to  what",  that 
is,  what  is  the  baseline  from  which  we  measure  the  consumer  and 
economic  benefits  of  code-sharing. 

TzJce,  for  example,  the  most  controversial  form  of  code- 
sharing,  where  a  foreign  carrier  code-shares  on  a  flight  by  a 
U.S.  carrier  for  service  behind  a  U.S.  gateway  to  a  U.S.  interior 
city.   In  evaluating  the  benefits  of  this  service,  do  we  teJce 
account  of  the  fact  that,  under  bilateral  agreements,  a  foreign 
carrier  with  a  route  to  a  U.S.  gateway  has  the  right  to  offer 
interline  connecting  service  with  a  U.S.  carrier  from  the  gateway 
to  interior  cities.^  The  connecting  service  can  provide  most  of 
the  conveniences  of  a  code-sharing  service:  single  ticketing. 


'  For  example,  if  British  Air  has  London-JFK,  it  has  the  right  to  offer  connecting  service  with  USAii's 
flights  JFK-Columbus.  The  service  can  offer  through  ticketing  and  baggage  service,  London-Columbus. 
How  much  of  an  added  advantage  is  it  to  be  able  to  advertise  the  service  as  all  British  Air  service  (with 
disclosure  that  USAir  operates  one  leg)  instead  of  as  a  two  carrier  connecting  service? 
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baggage  •transfer,  convenient  connecting  locations.   The  only 
difference  is  that  the  interline  connecting  service  must  be 
advertised  as  two  carrier  service. 

Code-sharing  will  be  considered  to  provide  much  greater 
carrier  and  consumer  benefits  if  it  is  compared  to  no  service, 
than  if  it  is  evaluated  as  a  relatively  small  addition  to 
interline  connecting  service. 

Proponents  of  code-sharing  argue  that  the  economic  benefits 
to  foreign  airlines  are  limited,  and  that  code-sharing  offers 
opportunities  for  smaller  U.S.  carriers  to  increase  their 
participation  in  international  traffic.   Critics  of  code-sharing 
argue  that  it  gives  foreign  carriers  important  new  rights  to 
interior  U.S.  traffic  which  cannot  be  reciprocated,  because  the 
foreign  country  cannot  unilaterally  grant  rights  to  code-share 
beyond  its  homeland  to  other  foreign  countries. 

•    Foreign  Investment 

In  recent  years,  there  has  been  considerable  interest  by 
foreign  airlines  in  making  major  investments  in  United  States 
airlines.  Existing  law  permits  foreign  airlines  to  hold  up  to 
25%  of  the  voting  stock  of  a  United  States  airline.  The 
Department  of  Transportation  has  interpreted  the  laws  as  also 
imposing  requirements  that  foreign  investors  not  be  in  actual 
control  of  the  U.S.  airlines.   Generally  this  test  has  been 
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applied  only  in  cases  in  which  there  has  been  some  additional 
control  features  in  the  arrangement  beyond  voting  stock,  such  as 
ovmership  of  a  large  amount  of  non-voting  stock,  veto  power,  or 
special  powers  on  the  board  of  directors. 

Some  United  States  airlines  urge  an  increase  in  the 
limitation  of  2  5%  voting  stock  to  encourage  more  investment  by 
foreign  airlines  in  United  States  airlines.   British  Air  has  also 
been  interested  in  increasing  its  investment  in  USAir  beyond  25% 
of  the  voting  stock,  although  recently  British  Air  announced  that 
it  would  not  go  forward  with  any  further  investment  in  USAir 
until  USAir  has  completed  labor  negotiations  and  other  efforts  to 
bring  its  costs  under  control. 

Within  the  United  States,  there  has  been  opposition  to 
increasing  the  25%  limit.   Some  of  the  problems  raised  are:  that 
increases  in  foreign  investment  would  have  the  effect  of  allowing 
foreign  airlines  to  participate  in  transportation  within  the 
United  States  which,  under  our  laws,  is  reserved  to  United  States 
airlines;  that  access  to  local  U.S.  traffic  and  connecting  U.S. 
traffic  would  give  foreign  carriers  advantages  over  competing 
U.S.  airlines  in  international  markets;  and  that  investments  by 
government  owned  foreign  airlines  would  give  a  U.S.  airline 
competitive  advantages  because  of  the  ability  of  the  foreign 
government  to  subsidize  their  operations. 
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To  meet  these  concerns,  proponents  of  increased  investment 
have  proposed  to  make  the  rights  for  increased  investment  subject 
to  various  conditions,  including  a  liberal,  pro-competitive 
agreement  between  the  two  countries  involved,  and  reciprocal 
opportunities  for  United  States  airlines  to  invest  in  airlines  of 
the  country  involved.   Congressman  dinger  has  sponsored 
legislation  (H.R.  926  in  the  103rd  Congress)  to  allow  increased 
foreign  investment.   The  Administration  has  announced  that  it 
supports  the  concept  of  increased  investment,  and  plans  to  submit 
legislation. 


U.S.  INTERNATIONAL  AVIATION  POLICY 


THURSDAY,  MAY  5,  1994 

House  of  Representatives, 
Subcommittee  on  Aviation, 
Committee  on  Public  Works  and  Transportation, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:37  a.m.,  in  room 
B318,  Rayburn  House  Office  Building,  Hon.  James  L.  Oberstar 
(chairman  of  the  subcommittee)  presiding. 

Mr.  Oberstar.  Today  we  begin  a  review  of  international  aviation 
trade  policy.  I  cannot  overemphasize  the  importance  of  this  review, 
given  the  importance  of  international  aviation  to  our  economy.  One 
billion  people  travelled  by  air  last  year — world  wide — one-half  of 
them  in  the  United  States.  Last  year,  there  were  45  million  inter- 
national visitors  to  the  U.S.  While  they  were  here,  they  spent  ap- 
proximately $70  billion.  This  spending  generated  a  trade  surplus  of 
$16.2  billion  and  created  more  than  1,000,000  jobs. 

International  travel  opportunities  will  continue  to  grow:  the 
world  will  have  1  billion  more  people  by  the  end  of  the  decade, 
which  is  adding  the  equivalent  each  year  of  one  New  York  City  to 
the  world's  population. 

The  benefits  of  international  aviation  are  not  a  one-way  street. 
Last  year,  43  million  Americans  traveled  abroad,  spending  over  $53 
billion  and  generating  billions  of  dollars  for  the  economies  of  other 
countries. 

In  the  United  States,  the  past  year  has  been  a  time  of  turbulence 
for  international  aviation  policy.  Tensions  built  as  we  played  out 
conflicts  between  our  country's  desire  to  preserve  and  expand  our 
international  opportunities,  and  our  trading  partner's  concerns  over 
the  competitive  and  financial  difficulties  of  their  airlines.  In  March, 
there  were  crisis  points  in  our  negotiations  with  the  United  King- 
dom and  Germany.  In  both  cases,  the  two  sides  decided  to  step 
back  from  the  brink  and  buy  some  time  to  work  towards  long  range 
solutions. 

Now  that  the  crisis  atmosphere  has  somewhat  abated,  it  is  a 
good  time  for  a  review  of  our  policies. 

It  is  important  for  us  to  realize  that  our  recent  problems  in  inter- 
national aviation  stem  in  part  from  the  past  successes  of  our  poli- 
cies. During  the  decade  of  the  1980's,  the  number  of  United  States 
airlines  operating  internationally  increased  dramatically,  and  there 
was  a  substantia  increase  in  the  services  our  carriers  provided.  As 
a  result  of  this  increase  in  service,  the  total  international  traffic 
carried  by  our  carriers  increased  by  90%  between  1980  and  1990. 

(1) 


Our  carriers'  overall  international  market  share  increased  from 
49%  to  53% — an  increasing  share  in  an  expanding  pie. 

PAST  POLICY  DEFECTS 

By  citing  these  increases,  I  do  not  mean  to  suggest  that  I  have 
been  fully  satisfied  with  the  policies  that  led  to  these  gains.  Many 
of  my  colleagues  and  I  have  been  critical  of  the  DOT  policies  which 
gave  the  larger  U.S.  carriers  a  disproportionate  share  of  new  inter- 
national opportunities.  For  example,  the  selection  of  United  for  a 
Chicago-Milan-Rome  route,  in  preference  to  USAir's  proposal  to  op- 
erate from  Pittsburgh,  and  the  selection  of  United  over  Alaska  Air- 
lines for  a  Los  Angeles-Mexico  City  route.  We  are  still  feeling  the 
unfortunate  effects  of  these  policies  on  the  financial  well-being  of 
our  smaller  carriers:  The  result  of  these  policies  has  been  that  our 
big  airlines  grow  bigger;  while  the  small  stay  smaller,  shrink,  or 
are  eaten  up. 

LONG-TERM  POLICY  NEEDED 

In  the  United  States,  there  is  a  consensus  that  the  long  term 
goal  of  our  aviation  policy  should  be  to  create  the  strongest  possible 
system  of  international  aviation;  one  which  gives  airlines  of  all 
countries  a  full  opportunity  to  meet  the  ever  increasing  demand  for 
air  transportation  so  that  the  broader  economic  benefits  I  men- 
tioned earlier  can  be  more  fully  realized. 

United  States  aviation  policy  now  faces  the  basic  challenge  of 
convincing  our  partners  of  the  benefits  of  a  more  open  system.  Be- 
yond this,  there  are  the  difficult  problems  of  developing  the  short 
term  policies  we  should  follow  to  enhance  our  opportunities  for  an 
evolution  to  a  fully  competitive  air  transportation  system. 

We  need  to  separate  cargo  from  passenger  rights  in  our  negotia- 
tions, and  to  ensure  ever-expanding  rights  for  our  carriers. 

AD  HOC:  THE  PRACTICE  OF  THE  PAST  YEAR 

During  the  past  year,  I  have  often  had  the  feeling  that  we  have 
been  lax  in  developing  a  basic  long  term  policy.  Too  often  we  seem 
to  have  lurched  from  crisis  to  crisis,  trsdng  to  salvage  as  much  as 
we  can,  as  foreign  governments  try  to  limit  opportunities  for  our 
carriers.  To  replace  this  ad  hoc  approach,  we  need  to  develop  a  pol- 
icy which  steps  back  from  the  individual  crises  and  focuses  on  the 
steps  we  can  take  to  encourage  movement  in  the  direction  we 
would  like  to  go. 

I  do  not  want  to  prejudge  what  these  policies  should  be  before 
we  have  had  the  opportunity  to  hear  the  expert  views  which  will 
be  presented  to  us  today.  What  I  can  do  at  this  time,  is  to  try  to 
bring  some  of  the  issues  into  focus. 

ISSUE:  RATIONALE  OF  SHORT-TERM  STRATEGY 

Let  me  begin  with  perhaps  the  most  basic  short  term  question: 
Does  there  ever  come  a  point  at  which  a  negotiating  situation  is 
so  intolerable  that  we  should  abandon  hope,  and  renounce  a  bilat- 
eral agreement?  During  our  recent  negotiations  with  the  U.K., 
there  was  considerable  talk  of  renunciation  by  some  airlines  and 
some  government  departments.  I  am  convinced  that  there  needs  to 


be  much  more  thought  about  the  consequences  which  would  result 
if  we  renounced  a  major  agreement.  We  especially  need  to  think 
about  what  would  happen  next?  Would  both  sides  merely  allow  the 
status  quo  to  continue  under  a  system  of  reciprocity  and  comity? 
If  this  was  the  result,  what  would  we  have  accomplished  beyond 
the  fleeting  satisfaction  of  making  a  strong  statement?  If,  on  the 
other  hand,  we  tried  to  force  the  issue  by  cutting  back  on  existing 
rights  after  renunciation,  what  would  be  the  likely  scenarios  of  re- 
taliation and  counter-retaliation? 

EFFECTS  OF  RENUNCIATION 

We  also  need  to  think  about  the  indirect  consequences  of  renun- 
ciation. How  would  renunciation  of  an  agreement  affect  our  whole 
universe  of  bilateral  relationships?  Would  our  willingness  to  re- 
nounce make  this  a  more  accepted  way  of  dealing  with  unsatisfac- 
tory negotiating  relationships?  Would  there  be  a  series  of  renunci- 
ations by  our  partners  who  have  agreements  under  which  the  Unit- 
ed States  has  gained  more  than  50%  of  the  market? 

TOWARD  OPEN  SKIES 

Beyond  the  unpleasant  subject  of  renunciation,  I  think  that  our 
policy  makers  need  to  give  more  thought  to  the  steps  we  can  take 
to  facilitate  movement  toward  a  system  which  offers  enhanced  com- 
petitive opportunities.  One  approach,  which  has  been  considered  in 
the  past  and  should  continue  to  be  explored,  is  to  try  to  reach  open 
skies  agreements  with  our  smaller  trading  partners.  Even  though 
the  added  opportunities  for  our  airlines  under  these  agreements 
may  be  less  valuable  than  the  added  opportunities  for  the  foreign 
carrier  involved,  an  open  skies  agreement  with  a  small  country 
might  encourage  our  larger  trading  partners  to  be  more  receptive 
to  competitive  agreements. 

REGIONAL,  MULTILATERAL  OPEN  SKIES 

The  approach  of  open  skies  with  small  countries  could  be  ex- 
tended by  seeking  multilateral  open  skies  agreements  with  groups 
of  countries  in  the  same  area.  Since  multilateralism  would  be  a 
break  from  the  traditional  approach  of  country-by-country  bilateral 
arrangements,  it  will  take  considerable  initiative  on  our  part  to 
find  opportunities  for  these  agreements. 

Another  way  we  can  move  to  a  more  competitive  regime  is  to  ac- 
cept agreements  which  are  more  restrictive  than  we  would  like  in 
the  short  run,  if  they  are  accompanied  by  an  open  skies  agreement 
which  would  take  effect  on  a  date  certain  in  the  future.  Many  of 
our  foreign  partners  are  extremely  concerned  about  the  financial 
health  of  their  carriers,  which  need  to  restructure  or  reduce  their 
costs  to  compete  effectively  in  an  open  market.  If  a  foreign  govern- 
ment is  genuinely  committed  to  a  restructuring  or  privatizmg  of 
their  airline,  they  may  be  willing  to  agree  to  open  markets  in  a  few 
years,  so  long  as  there  is  an  interim  agreement  which  will  permit 
their  carrier  to  survive  the  transition  period.  Of  course,  in  any  par- 
ticular situation,  we  need  to  examine  the  specifics  of  a  proposal  and 
ensure  that  the  interim  arrangement  is  not  unfair  to  our  airlines 
and  passengers. 


These  are  some  of  the  important  issues  which  I  expect  to  be  de- 
veloped by  the  impressive  array  of  witnesses  who  will  testify  today. 
We  look  forward  to  a  long  and  productive  day. 

The  gentleman  from  Oklahoma,  Mr.  Inhofe. 

Mr.  Inhofe.  Thank  you,  Mr.  Chairman,  and  I  do  commend  you 
for  scheduling  these  hearings.  We  have  an  intense  interest  in  this 
out  of  my  district  in  Oklahoma.  There's  perhaps  no  more  important 
issue  within  the  commercial  aviation  industry  than  that  of  inter- 
national agreements  affecting  aviation,  and  I  hope  that  this  will  be 
just  the  beginning  of  the  subcommittee's  effort  to  find  a  more  ra- 
tional international  aviation  policy. 

I  believe  that  a  more  rational  international  aviation  policy  will 
only  be  achieved  if  we  insist  that  our  negotiators  take  a  strong 
stand,  both  in  a  broad  sense  and  in  the  context  of  every  single  bi- 
lateral negotiation,  to  protect  the  interests  of  our  aviation  industry. 
The  survival  of  hundreds  of  thousands  of  jobs  in  the  United  States 
depends  upon  the  ability  of  our  negotiating  team  to  open  new  mar- 
kets abroad. 

This  takes  on  a  very  personal  meaning  for  me,  because  in  my  dis- 
trict, I  not  only  represent  one  of  the  largest  airline  maintenance  fa- 
cilities, but  I  also  represent  over  300  aviation-related  businesses. 
The  aviation  industry  in  Tulsa,  Oklahoma  employs  over  32,000 
people  and  generates  over  $3  billion  annually  in  payroll  and  ex- 
penditures. Clearly,  our  economy  needs  a  healthy  commercial  avia- 
tion industry  which  is  increasingly  dependent  upon  international 
markets. 

The  trend  over  the  past  several  years  has  been  to  grant  in- 
creased access  for  foreign  carriers  to  our  markets,  but  we  have  re- 
ceived very  little  in  return.  For  example,  British  carriers  have  vir- 
tually unlimited  code-sharing  authority  with  the  United  States,  but 
U.S.  carriers  have  only  minimal  corresponding  rights  within  the 
UK.  British  carriers  can  serve  more  than  15  countries  beyond  the 
United  States,  but  the  United  States  carriers  can  serve  only  three 
countries  beyond  the  UK.  British  carriers  can  establish  a  hub  with- 
in the  United  States — I  understand  that  British  Air  is  about  to  es- 
tablish one  in  Miami  to  serve  its  South  American  markets — ^but  the 
United  States  carriers  cannot  establish  hubs  in  the  United  King- 
dom. Until  September  of  1993,  the  United  States  and  Germany  had 
an  aviation  agreement  that  was  quite  liberal.  Unfortunately,  the 
recently  concluded  agreement  significantly  advantages  Germany,  to 
the  detriment  of  United  States  carriers. 

While  these  examples  only  highlight  problems  with  British  and 
German  agreements,  they  are  illustrative  of  almost  every  bilateral 
discussion.  We  are  losing  ground  in  virtually  every  negotiation.  I've 
been  told  that  our  negotiators  are  handicapped  to  a  great  degree 
because  they  don't  have  the  ability  to  analyze  the  issues.  Appar- 
ently little,  if  any,  formal  economic  analysis  is  done  for  each  nego- 
tiating session.  An  example  is  the  potentigdly  adverse  economic  ef- 
fects of  extending  the  British  Air-USAir  code-sharing  authority, 
which  were  not  even  identified,  much  less  quantified. 

I  can't  understand  why  the  United  States  Grovemment  would  put 
any  offer  on  the  table  in  a  bilateral  negotiation  unless  all  of  the  po- 
tential costs  and  benefits  were  quantified.  The  Department  of 
Transportation  requires  carriers  to  submit  such  economic  data  in 


support  of  international  route  applications,  because  without  such 
analysis,  there  would  be  no  basis  to  award  the  route.  Similarly, 
how  can  we  send  a  team  to  negotiate  without  the  underlying  data 
to  evaluate  alternatives?  I  would  presume  that  those  negotiating 
against  our  team  have  access  to  the  most  up-to-date  economic  data, 
since  they  seem  to  always  cut  better  deals  than  we  do. 

In  closing,  let  me  just  add  that  I  believe  it  is  vitally  important 
that  we  provide  our  negotiators  with  the  resources  necessary  to  un- 
dert^e  the  needed  an^ysis.  In  addition,  I  would  encourage  our  ne- 
gotiators to  work  more  closely  with  the  U.S.  carriers.  They  can  play 
a  significant  role  in  assisting  with  the  necessary  analysis  and  pro- 
vide insight  into  what  types  of  proposals  will  benefit  our  industry. 

It's  a  pleasure,  of  course,  to  have  Secretary  Pena  here.  He  and 
I  were  both  mayors  of  major  cities  at  the  same  time,  and  we  know 
what  a  hard  job  is,  don't  we? 

I  thank  you  again,  Mr.  Chairman,  for  having  these  hearings. 

Mr.  Oberstar.  Thank  you,  Mr.  Inhofe. 

Mr.  Inhofe.  Oh,  I'd  like  to  ask  unanimous  consent  to  be  included 
in  the  record  the  statement  of  Mr.  Clinger,  the  ranking  Member. 

Mr.  Oberstar.  Without  objection,  Mr.  dinger's  prepared  state- 
ment will  appear  in  the  record. 

[Mr.  dinger's  prepared  statement  follows:] 


Opening  Statement  of 

The  Honorable  William  F.  Clinger,  Jr. 

Before  the  Aviation  Subcommittee  Hearing  on 

International  Aviation  Policy 

May  5,  1994 


Mr.  Chairman,  today's  hearing  is  a  good  opportunity  for  the 
Administration,  industry,  and  Congress  to  step  back  and  assess  our 
government's  international  aviation  policy.  As  everyone  in  this  room  is 
well  aware,  there  have  been  several  bilateral  negotiations  during  the 
last  couple  of  years  that  devolved  into  a  bitter  soap  opera  chiefly 
characterized  by  infighting  among  U.S.  carriers.  These  well-publicized 
differences  generally  gave  our  government  no  clear  sense  of  direction, 
and  at  least  from  my  vantage  point,  it  seems  to  me  the  other  side 
immediately  gained  an  upper  hand  in  negotiations  for  lack  of  a  unified 
U.S.  position. 

So  during  this  period  of  relative  calm,  I  think  it  beneficial  to 
engage  again  in  an  open  discussion  about  our  negotiating  strategies. 

International  traffic  accounts  for  a  larger  and  larger  segment  of 
our  major  carriers'  business  and  represents  a  disproportionately  large 
share  of  their  profit  potential,  in  part  because  of  the  relative  saturation 
of  our  domestic  markets  and  the  emergence  of  low-cost,  short-haul 
carriers. 
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In  recent  years  one  of  the  guiding  principles  of  our  negotiating 
teams  has  been  trading  rights  for  rights,  but  given  recent  experience,  I 
think  we've  discovered  that  it  is  no  longer  reasonable  to  continue 
embracing  this  policy.   Our  country  represents  roughly  45%  of  the 
world's  aviation  market.   No  one  comes  close  to  matching  this  level  of 
activity  nor  does  any  country  have  the  market  to  support  more  than 
one  or  two  indigenous  international  carriers. 

At  the  same  time  we  also  face  much  more  assertive  trading 
partners  who  are  willing  to  forego  increased  American  tourism  in  order 
to  protect  a  national  carrier. 

As  a  somewhat  impartial  observer  of  bilateral  negotiations,  during 
the  five  years  I've  served  on  the  Aviation  Subcommittee  it  is  my  view 
that  the  terms  of  negotiations  have  radically  changed.   Instead  of  simply 
bargaining  for  an  exchange  of  new  routes,  we  now  find  ourselves 
discussing  economic  issues  for  which  there  seems  to  be  no  unanimity 
among  our  carriers,  such  as  expanding  the  degree  of  business 
relationships  between  carriers;  increasing  the  degree  of  foreign 
investment;  code-sharing;  and  beyond  rights. 
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If  we  are  seriously  intent  on  gaining  greater  concessions  from  our 
foreign  aviation  partners,  our  future  policies  might  include  ~  and  this  is 
certainly  not  an  exhaustive  list  -  (1)  negotiating  agreements  that  clearly 
favor  one  or  two  U.S.  carriers,  while  insuring  that  in  the  global  arena 
all  of  our  carriers  are  extended  relatively  equal  commercial  rights;  (2) 
trading  aviation  services  for  non-aviation  goods  and  services;  for 
example,  bringing  the  industry  under  GATT;  (3)  negotiating  regional 
bilaterals  that  may  permit  a  degree  of  cabotage;  and  (4)  greater  cross- 
border  investment.   I  do  not  necessarily  endorse  all  of  these  stratagems, 
but  for  discussion's  sake,  I  think  we  need  to  put  them  on  the  table. 

I  believe  the  industry,  globally  speaking,  is  now  intent  on  working 
around  obstacles  imposed  by  existing  bilaterals  in  order  to  compete. 
For  instance,  I  noticed  in  Tuesday's  news  a  story  that  presented  a  new- 
style  business  relationship  to  me,  being  the  agreement  by  Alitalia  and 
Continental  to  paint  one  plane  with  each  of  their  logos,  one  side 
displaying  the  Alitalia  colors,  the  other.  Continental. 

A  moment  ago  I  alluded  to  increased  foreign  investment.  As  you 
know,  Mr.  Chairman,  I've  introduced  a  bill  that  would  permit  49% 
foreign  investment  in  U.S.  carriers.   Our  industry  has  been  so  intensely 
competitive  that  most  companies  were  pricing  seats  at  a  loss  in  order  to 
preserve  or  enhance  market  share.  Without  greater  foreign  investment, 
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we  stand  the  real  risk  of  losing  one  or  several  additional  U.S.  carriers 
within  the  next  several  years  and  I  fear  their  loss  will  result  in  less 
competition  and  higher  ticket  prices  here  at  home. 

Mr.  Chairman,  I  want  to  thank  you  for  calling  today's  hearing, 
and  I  want  to  thank  our  witnesses  for  taking  time  from  their  busy 
schedules  to  appear  here  today.   I  look  forward  to  their  testimony. 
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Mr.  Oberstar.  Those  who  are  aviation  advocates  in  the  witness 
community  here  this  morning  and  others  who  are  observing  know 
how  strongly  Mr.  CHnger  feels  about  international  aviation  issues. 
He's  been  unfortunately  detained  this  morning. 

The  Chair  would  hope  that  other  Members  who  may  have  signifi- 
cant things  to  say  would  either  include  their  statements  in  the 
record  or  be  very  brief.  The  Secretary  has  an  11:00  deadline  he 
needs  to  get  to. 

The  gentleman  from  Illinois,  Mr.  Lipinski. 

Mr.  Lipinski.  Thank  you,  Mr.  Chairman.  I'll  try  to  be  as  brief  as 
possible. 

I  want  to  thank  Secretary  Pena  for  appearing  before  the  sub- 
committee today.  I  appreciate  him  being  here  very  much.  Our  Na- 
tion's international  aviation  policies  have  caused  quite  a  lot  of  let- 
ter writing  to  take  place  between  the  Secretary  and  myself.  While 
we  don't  always  see  eye  to  eye  on  what  the  U.S.  position  should  be, 
as  always,  I  am  looking  forward  to  hearing  his  views  today. 

I  am  also  pleased  to  see  that  the  representatives  of  the  major 
U.S.  carriers  are  appearing  today.  It  seems  to  me  that  when  the 
airlines  protest  to  Congress  about  DOT  policies,  more  often  than 
not,  each  airline  has  a  different  complaint.  You  can  be  sure  that 
it  all  depends  upon  which  one  of  them  has  the  better  deal  going 
and  which  one  the  most  to  lose. 

But  it  is  just  as  certain  that  as  they  look  to  the  Federal  Govern- 
ment for  support  of  their  international  operations,  every  U.S.  air- 
line suffers  identical  frustrations.  I  would  be  frustrated,  too.  After 
all,  U.S.  carriers  have  spent  millions  to  develop  their  domestic  op- 
erations into  the  world's  most  efficient  and  competitive  fleet.  When 
it  comes  to  international  operations,  however,  forget  the  efficiency, 
competition,  and  especially  market  access.  Instead,  our  Nation's 
airlines  must  be  content  to  operate  shackled  by  a  bilateral  process 
created  nearly  half  a  century  ago. 

Mr.  Chairman,  I  have  made  no  secret  of  the  fact  that  I  think  that 
the  U.S.  international  aviation  policy  has  been  one  of  too  much 
compromise  and  too  little  reward.  ^\niat  I  find  difficult  to  under- 
stand is  why  the  U.S.  remains  so  willing  to  open  its  markets  with- 
out receiving  reciprocal  access  from  other  nations.  The  United 
States  is  over  50  percent  of  the  world's  aviation  market.  Who 
wouldn't  want  to  fly  here? 

It  doesn't  seem  right  for  the  President — and  I  don't  just  mean 
President  Clinton,  but  Presidents  Bush  and  Reagan — it  doesn't 
seem  right  for  them  to  get  tough  over  cellular  phones  or  rice  and 
not  make  similar  efforts  for  U.S.  airlines.  Air  travel  is  a  commodity 
that  should  be  protected,  just  like  silicone  chips.  The  U.S.  uses 
sanction  threats  to  force  concessions  from  our  trading  partners,  but 
when  do  we  ever  renounce  a  major  bilateral  and  force  a  country  to 
negotiate  favorable  terms? 

We  all  know  how  the  U.S.  negotiated  an  open-skies  agreement 
with  the  Netherlands.  It  gave  IQjM  enormous  access  to  the  U.S. 
market.  But  at  least  U.S.  carriers  have  access  to  the  Dutch  market. 
It  was  billed  as  the  new  direction  in  U.S.  policy.  From  then  on,  it 
was  going  to  be  reciprocal  access  for  U.S.  carriers,  or  watch  out. 

Well,  what  other  countries  have  chosen  to  follow  the  Dutch?  Cer- 
tainly not  the  United  Kingdom.  I  should  know.  I  spent  the  Easter 


11 

work  period  meeting  with  the  British  transport;  officials,  including 
Mr.  MacGregor,  and  I'll  tell  you,  it  was  a  great  slice.  Let's  just  say 
that  for  now  the  U.S.  carriers  have  been  given  all  the  flights  into 
Heathrow  that  the  British  feel  they  can  spare.  Of  course,  that's 
subject  to  the  provisions  of  the  current  U.S. -UK  bilateral  agree- 
ment— yet  another  example  of  having  traded  away  U.S.  rights  and 
received  little  for  our  trouble. 

Mr.  Chairman,  thank  you  for  holding  this  hearing  today.  This  is 
obviously  a  subject  of  great  concern  for  me,  and  I  look  forward  to 
asking  questions  of  the  panel  members. 

Thank  you. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Lipinski. 

I  would  like  to  proceed  at  this  point  with  the  Secretary's  state- 
ment. I'm  sure  that  all  Members  will  have  a  full  round  of  question- 
ing of  at  least  five  minutes  each,  and  a  second  round  if  we  can  keep 
the  Secretary  here  that  long.  But  I  really  would  like  to  proceed  at 
this  point.  I  know  that  Members  have  important  things  to  say,  and 
all  statements  will  be  included  in  the  record  at  this  point  in  full. 

[The  prepared  statements  of  Mr.  Geren,  Mr.  Costello,  and  Miss 
Collins  follow:] 
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OPENING  STATEMENT 

OF 

CONGRESSMAN  PETE  GEREN 


Mr.  Chairman,  I  want  to  thank  you  for  scheduling  this  hearing  today.   This  is 
most  timely.    The  United  States  is  faced  with  a  number  of  very  critical 
decisions  in  international  aviation.   None  is  more  important  than  dealing  with 
the  intransigence  of  the  British  in  resisting  change. 

I  would  like  to  use  my  opening  statement  today  to  address  Secretary  Pena 
who  is  our  first  witness.   Mr.  Secretary,  you  have  inherited  a  terrible 
problem.   Twelve  years  of  neglect  and  just-say-yes  antitrust  policy  has 
resulted  in  the  mess  we  have  today  ~  an  airline  industry  composed  of  highly 
leveraged  carriers  that  are  losing  money  hand  over  fist.  We  arrived  at  this 
point  by  exempting  the  domestic  airline  industry  from  the  basic  principles  of 
antitrust  law  that  apply  to  the  rest  of  the  economy, 

Mr.  Secretary,  I  am  deeply  worried  that  we  are  about  to  compound  the 
problem  by  making  the  same  mistake  in  international  aviation.   We  seem  to 
be  approving  each  and  every  deal  that  is  proposed  for  dividing  up  markets 
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and  restricting  competition.   We  have  taken  a  perfectly  fine  bilateral  with 
Germany  and  agreed  to  a  highly  restrictive  agreement  that  freezes  out  new 
competition  by  U.S.  carriers  for  at  least  four  years.   Yet  the  German  carrier, 
Lufthansa,  walks  away  with  almost  unlimited  access  to  the  United  States. 

More  distressing,  however,  is  the  British  situation.   I  know  that  you 
personally  have  made  every  effort  possible  to  deal  with  the  British.   But  let's 
face  it,  they  have  a  50  year  history  of  holding  out  for  the  most  restrictive 
possible  aviation  agreements.   And  they  have  succeeded.   Having  established 
a  stranglehold  at  Heathrow  for  British  Airways  and  having  gained  access  to 
the  U.S.  through  the  US  Air  deal,  they  have  no  reason  whatsoever  to  be 
accommodating. 

The  Bermuda  11  agreement  is  the  single  greatest  obstacle  to  a  more  open 
international  regime.   The  U.S. /U.K.  market  is  the  largest  international 
market.   Until  we  obtain  genuine  competition  in  this  market,  there  is  no 
reason  for  other  countries  to  agree  to  liberalize  their  own  agreements. 

What  concerns  me  the  most,  however,  is  how  we  have  stumbled  into  a  policy 
that  treats  codesharing  as  a  perfectly  acceptable  practice.   This  is  precisely 
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what  happened  with  approving  mergers  and  acquisitions  in  the  airline  industry 
in  the  80's.   Each  was  approved  without  much  through  to  its  consequences  or 
the  cumulative  impact.    But  when  it  was  all  over,  we  wondered  why  we 
didn't  see  what  was  coming.   The  leadership  of  this  Conunittee  sent  warning 
signals  to  DOT.   But  these  signals  were  ignored. 

Let  us  not  repeat  this  mistake.    The  time  to  evaluate  the  policy  on 
codesharing  is  now,  not  after  it  is  completely  too  late.   Codesharing  is  not  a 
simple  marketing  tool.   It  is  a  fundamental  change  in  international  aviation. 
It  is  a  means  for  competitors  to  divide  markets,  eliminate  direct  competition, 
and  consolidate  huge  monopolistic  route  networks.   When  BA  and  USAir 
entered  into  their  deal,  USAir  agreed  to  drop  service  in  markets  where  it 
competed  with  British  Air.    That  doesn't  advance  competition,  it  restricts  it. 
The  monopoly  enjoyed  by  British  Air  at  Heathrow  simply  cannot  be 
duplicated  by  any  U.S.  carrier.    They  get  the  best  of  all  worlds. 

I  have  come  to  the  conclusion  that  if  the  British  are  ever  to  change  their 
policy  it  will  require  very  firm  action  by  the  United  States.   You  gave  the 
British  a  very  explicit  warning  last  year,  Mr.  Secretary.   You  said  that  they 
could  not  expect  to  achieve  everything  they  want  without  moving  to  a  liberal 
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bilateral.   They  did  not  even  try  to  achieve  such  a  result. 

Having  tried  every  other  means  possible,  it  is  time  to  seriously  consider 
renunciation  of  the  bilateral.   Indeed,  the  U.S.  will  have  no  leverage 
whatsoever  until  such  an  action  is  taken.   Even  then,  under  the  terms  of 
Bermuda  11,  the  U.S.  can  do  nothing  for  a  full  year  following  renunciation. 

It  seems  to  me  to  be  perfectly  reasonable  to  renounce  the  treaty  now  with  a 
message  to  the  British  that  we  are  willing  to  enter  into  meaningful 
negotiations  to  establish  a  new  regime.   If  that  cannot  occur  within  12 
months,  then  we  can  proceed  to  take  whatever  steps  are  necessary  to  protect 
U.S.  interests. 

You  will  have  considerable  Congressional  support,  Mr.  Secretary,  in  taking  a 
tough  stand  with  the  British.   More  than  50  of  my  colleagues  recently  signed 
a  letter  to  you  asking  for  firm  action  and  telling  you  that  you  have  our 
support  on  renunciation  if  that  becomes  necessary. 

I  appreciate  your  taking  the  time  to  appear  before  us  today  and  look  forward 
to  your  testimony. 


JEf^flf  K.  COSTELLO 

I2TM  CHSTinCT.  ILUNOIS 
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BEARING  ON 
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Mr.  Chairman,  I  would  like  to  thank  you  for  calling  the 
hearing  today  to  review  the  United  States'  international  civil 
aviation  policies.   It  is  important  that  we,  as  a  Subconnnittee, 
examine  these  policies  in  depth  to  ensure  we  are  doing  what  we 
can  to  increase  the  competitiveness  of  U.S.  airline  carriers. 

I  am  very  interested  in  hearing  the  testimony  of  Secretary 
of  Transportation  Pena  and  other  distinguished  panelists.   I  look 
forward  to  hearing  your  remarks  on  foreign  investment,  code- 
sharing  and  the  negotiation  of  bilateral  agreements. 

I  believe  access  to  foreign  markets  is  critical  for  the 
financial  success  of  our  major  airline  carriers.   U.S.  carriers 
must  have  the  right  to  compete  fairly  in  the  international 
marketplace  to  survive  and  I  believe  our  government  must  place 
greater  priority  on  creating  fair  aviation  agreements  with 
foreign  countries. 
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In  addition,  enforcement  of  existing  bilateral  agreements 
must  increase.   What  is  the  point  of  negotiating  a  strong  but 
fair  agreement  and  not  enforcing  the  agreement  at  a  later  date? 

As  our  nation  continues  to  compete  in  a  global  market, 
international  aviation  issues  will  become  increasingly  critical. 
This  hearing  will  allow  the  Subcommittee  to  learn  eibout  the 
current  situation  and  discuss  options  for  inproving  U.S.  policy. 

Again,  Mr.  Chairman,  thank  you  for  calling  today's  hearing. 
Your  leadership  on  aviation  issues  is  appreciated. 
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Statement  of  Congresswoman  Barbara-Rose  Collins  (D-MI) 

U.S.  International  Aviation 

May  5,  1994 


Let  me  begin,  Mr.  Chairman,  by  thanking  you  for 
your  excellent  work  on  behalf  of  the  U.S.  aviation  industry 
and  its  employees.   I  especially  want  to  thank  you  for  your 
work  earher  this  week  to  free  up  airport  improvement 
funds  for  our  airports.   Thank  you,  also,  Secretary  Pena. 
I  think  we  all  here  appreciate  your  hard  work  on  behalf  of 
America's  transportation  systems. 

I  want  to  briefly  mention  the  U.S.  -  U.K.  bUateral 
agreement.    I  believe  that  we  can  continue  to  deal  within 
the  framework  of  our  current  agreement  and  avoid  drastic 
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actions  such  as  renunciation.    In  fact,  it  is  my 
understanding  that  as  we  sit  here  today,  the  U.K.  is 
willing  to  accept  some  interim  agreements  which  would  be 
extremely  beneficial  to  U.S.  carriers  and  cities,  such  as  the 
designation  of  a  second  U.S.  carrier  on  the  Detroit-London 
route.   This  being  the  case,  I  see  no  reason  for  continued 
talk  about  renunciation  which  delays  entering  into  these 
agreements. 

We  have  the  leverage,  we  have  the  need.  I  hope, 
Mr.  Secretary,  we  can  more  fully  address  this  option  for 
liberalizing  our  current  bilateral  agreement  with  the  U.K. 

Thank  you,  Mr.  Chairman. 
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Mr.  Oberstar.  Mr.  Secretary,  we  greatly  appreciate  your  presen- 
tation this  morning  and  your  participation  in  these  hearings.  We 
know  this  has  been  a  very  important  issue  for  you.  You've  spent 
a  great  deal  of  time  on  the  subject  of  international  aviation  trade, 
you've  given  it  a  great  deal  of  thought.  We  haven't  troubled  you  for 
a  whole  year  on  this  subject,  but  we  feel  it's  time  now  to  have  your 
statements  and  to  begin  the  long  process  of  working  together  to- 
ward strengthening  our  position  in  international  aviation  trade. 

It's  good  to  see  Mr.  Murphy  with  you.  He's  been  a  stalwart  on 
this  subject  for  many,  many  years. 

TESTIMONY  OF  HON.  FEDERICO  PENA,  SECRETARY,  U.S.  DE- 
PARTMENT OF  TRANSPORTATION,  WASIONGTON,  DC,  AC- 
COMPANIED BY  PAT  MURPHY,  ASSISTANT  SECRETARY  FOR 
AVIATION  AND  INTERNATIONAL  AFFAIRS 

Mr.  Pena.  Thank  you  very  much,  Mr.  Chairman,  and  to  the 
Members  of  the  subcommittee,  let  me  also  thank  you  for  giving  us 
an  opportunity  to  be  here  today  to  discuss  a  very  important  issue. 

Let  me  begin  by  suggesting  that,  had  we  had  an  opportunity  to 
listen  to  all  of  the  statements  of  the  Members,  I  suspect  that  I 
would  probably  agree  with  many  of  the  concerns  and  even  some  of 
the  criticisms  that  Members  would  probably  raise  today  about 
some  of  the  policies  that  we  have  embarked  on  for  so  many  years. 
So  I  hope  during  the  question  and  answer  period,  we  can  get  into 
that  in  a  little  more  detail. 

Mr.  Chairman,  let  me  formally  submit  my  complete  testimony  for 
the  record.  As  you  know,  it  is  far  lengthier  than  the  more  con- 
densed version  which  I'd  like  to  share  with  you  this  morning. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Pena.  Let  me  also  thank  Mr.  Pat  Murphy  for  his  presence 
here,  and  let  me  make  a  personal  statement,  if  I  might,  Mr.  Chair- 
man. I  have  worked  with  a  number  of  people  in  the  Department 
of  Transportation.  Mr.  Murphy,  I  think,  brings  a  very  great 
straightforwardness  to  this  effort.  He  has  helped  guide  me  through 
some  troubled  waters,  and  perhaps  he  will  help  me  through  some 
troubled  waters  this  morning.  So  I  wanted  to  thank  him  for  his 
presence. 

Mr.  Chairman,  the  last  time  the  Department  of  Transportation 
crafted  a  written  statement  of  international  aviation  policy  was  16 
years  ago,  during  the  Carter  Administration.  Since  we  are  now  fi- 
nalizing a  new  policy  statement,  this  hearing  is  a  propitious  time 
for  today's  discussion. 

I  know  that  committee  Members  realize  that  this  is  a  very  com- 
plex subject  that  combines  economics,  politics,  domestic  and  inter- 
national law,  bilateral  agreements,  and  foreign  policy.  Numerous, 
often  conflicting,  interests  are  involved.  That  is  why  I  would  like 
to  structure  my  testimony  by  setting  out  some  very  basic  trends, 
facts,  and  strategies  that  we  at  the  Department  of  Transportation 
see  as  shaping  the  world  aviation  industry  in  the  context  of  inter- 
national policy  making: 

First,  the  global  aviation  environment;  second,  the  external  fac- 
tors shaping  world  aviation  industry  growth,  including  a  bilateral 
regulatory  system,  the  investment  regime,  and  infrastructure  con- 
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straints;  third,  the  outlook  or  the  vision  of  the  aviation  future  that 
we  see  evolving  and  which  we  seek  to  influence;  fourth,  specific 
concrete  steps  that  the  Department  of  Transportation  is  taking  to 
provide  more  aviation  opportunities  for  U.S.  airlines,  cities,  and  the 
American  public;  and,  fifth,  the  role  and  the  impact  of  the  use  of 
code  sharing. 

Let  me  begin,  Mr.  Chairman,  by  talking  about  the  global  market 
environment.  I'll  do  this  as  briefly  as  I  can.  International  aviation 
markets  ofTer  rich  opportunities  for  growth  among  the  world's  air- 
lines. Total  international  travel  has  been  growing  at  a  healthy  rate 
of  7  percent  per  year,  more  than  doubling  in  the  last  10  years,  and 
U.S.  airlines  have  shared  in  this  significantly.  International  traffic 
now  accounts  for  25  percent  of  our  airlines'  business,  up  from  18 
percent  a  decade  ago,  and  every  indication  is  that  overseas  travel 
will  outpace  domestic  growth  for  years  to  come. 

U.S.  airlines  know  that  international  travel  is  where  the  greatest 
opportunities  lie.  They  are  determined  to  be  major  players  in  the 
worldwide  arena,  and  they  know  which  regions  offer  the  greatest 
promise.  A  decade  ago,  almost  half  of  U.S.  carriers'  international 
revenues  were  earned  over  the  Atlantic.  Europe  was  our  largest 
market.  That  has  changed  dramatically.  Last  year  the  Pacific  re- 
gion generated  46  percent  of  our  airlines'  international  aviation 
business;  the  Atlantic,  just  37  percent. 

In  the  United  States,  there  has  also  been  a  major  change  in  the 
ranks  of  international  air  service  providers.  In  fact,  with  the  excep- 
tion of  Northwest  Airlines,  the  largest  U.S.  international  airlines 
today  were  all  primarily  or  exclusively  domestic  not  very  long  ago. 
They  were  able  to  expand  and  seize  these  marketplace  opportuni- 
ties partly  because  of  changes  in  our  domestic  policy.  These  enor- 
mous changes  in  both  the  supply  and  demand  elements  of  inter- 
national aviation  reflect  an  industry  evolving  from  a  formerly  local 
scope  to  a  global  one. 

The  new  demand  for  worldwide  air  services,  coupled  with  the  air- 
lines' interest  in  satisfying  that  demand,  has  resulted  in  an  in- 
creasingly globalized  aviation  industry.  Airline  strategies  and  ini- 
tiatives have  been  driven  largely  by  the  logic  of  these  strong  eco- 
nomic forces  and  the  search  for  profit,  but  they  have  also  been  in- 
fluenced by  the  international  regulatory  system  and  other  con- 
straints. 

Many  airlines  cannot  achieve  the  goal  of  true  global  reach  by  es- 
tablishing new  direct  services  with  their  own  aircraft  and  market- 
ing their  services  exclusively  under  their  own  names.  It  is  not  only 
regulatory  constraints  that  inhibit  them,  but  the  daunting  cost  of 
unilateral  expansion  on  a  global  scale.  Since  there  are  extensive  ex- 
isting networks  in  all  regions  of  the  world,  one  of  the  most  efficient, 
cost-effective  ways  that  airlines  have  found  to  expand  globally  is  to 
facilitate  passenger  movements  between  these  regional  networks. 
This  is  the  economic  logic  which  is  fueling  the  ongoing  wave  of 
inter-airUne  investments,  mergers,  strategic  alliances,  and  code 
sharing  both  within  and  across  national  borders. 

Unfortunately,  Mr.  Chairman,  the  growth  of  international  avia- 
tion, globalization,  and  the  ability  of  U.S.  airlines  to  meet  the  de- 
mand for  global  air  services  have  all  been  severely  inhibited  by  eco- 
nomic and  physical  barriers  to  efficient  airUne  operations.  These 
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barriers  include  continued  government  reliance  on  bilateralism,  re- 
straints on  capital  movements,  and  the  limitations  of  airports  and 
air  traffic  control  infrastructure.  The  bilateral  system  of  negotiat- 
ing aviation  rights  is  designed  to  limit,  not  to  foster,  competition. 
In  toda/s  context,  it  inhibits  or  distorts  globalization. 

The  Chicago  Convention  established  half  a  century  ago,  toward 
the  end  of  World  War  II,  dictates  that  nothing  can  happen  unless 
government  agreements  explicitly  permit  it.  Consequently,  there 
are  1,200  bilateral  agreements  worldwide  setting  out  exactly  what 
airlines  can  do.  The  United  States  did  not  want  this  system  50 
years  ago,  and  we  don't  want  it  today.  Indeed,  this  restrictive  bilat- 
eral regime  limits  the  competitive  advantages  and  growth  pros- 
pects of  U.S.  air  carriers,  the  most  efficient  in  the  world.  That  is 
because  the  bilateral  system  encourages  many  countries  to  focus  on 
the  fortunes  of  a  single  flag  carrier,  thus  viewing  aviation  negotia- 
tions as  a  zero-sum  game. 

Second,  the  bilateral  structure  makes  it  extremely  difficult  and 
costly  to  build  efficient  airline  systems.  To  do  so  requires  a  labori- 
ous process  of  assembling  the  necessary  market  access  rights 
through  a  network  of  interlocking  bilateral  agreements.  That  is  dif- 
ficult in  the  best  of  times.  It  is  virtually  impossible  when  major  na- 
tions adopt  severely  restrictive  policies. 

Intrinsic  to  the  bilateral  system  is  a  requirement  that  airlines 
designated  by  each  country  be  substantially  owned  and  effectively 
controlled  by  nationals.  Virtually  all  nations,  including  the  United 
States,  have  strict  limitations  on  the  degree  of  foreign  investment 
allowed  in  their  airlines.  Clearly,  these  restrictions  impede  the  free 
flow  of  airline  capital.  Thus,  a  valuable  corporate  strategy  used  in 
other  industries  to  increase  growth — market  access  through  invest- 
ment— has  been  limited  in  the  case  of  airlines. 

In  addition,  we  see  infrastructure  constraints.  Airlines  have  been 
hindered  in  entering  new  markets  or  expanding  services  because  of 
inadequate  airport  and  airway  capacity,  thus  distorting  service  pat- 
terns and  the  allocation  of  resources.  The  limitations  at  airports 
like  Heathrow  and  Narita  are  well  known,  as  are  the  constraints 
of  Europe's  fragmented  air  traffic  control  systems.  By  the  way,  the 
Department  of  Transportation  is  an  active  participant  in  efforts  to 
reduce  delay  and  increase  capacity  in  those  areas. 

So  what  is  the  outlook  for  these  global  networks?  We  strongly  be- 
lieve that  these  constraints,  even  taken  all  together,  will  only  delay 
or  distort,  but  not  stop,  the  process  of  globalization.  Indeed,  we  ex- 
pect this  trend  to  continue  well  into  the  next  century,  leading  to 
the  development  of  a  number  of  global  aviation  networks  linking 
the  three  major  regional  air  travel  markets — the  Western  Hemi- 
sphere, Europe,  with  Africa  and  the  Middle  East,  and  Asia. 

We  believe  that  U.S.  airlines  are  strongly  positioned  to  compete 
as  lead  players  in  these  emerging  global  networks,  first,  because 
the  U.S.  domestic  and  international  market  accounts  for  40  percent 
of  all  world  traffic  today,  providing  a  rich  base  of  passenger  traffic, 
and,  secondly,  because  deregulation  has  honed  U.S.  airlines  to  a 
high  degree  of  efficiency.  Indeed,  U.S.  carriers  are  ready  to  compete 
an3rwhere  around  the  world.  The  problem  is  the  rest  of  the  world 
is  not  ready  to  compete  with  them.  This  is  the  main  reason  that 
we  have  seen  some  nations  seek  to  impose  protectionist  barriers. 
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Such  incidents  are  sure  to  recur,  but  they  are  in  fact  little  more 
than  desperate  rear-guard  actions.  They  cannot  succeed  in  the  long 
term.  In  fact,  the  longer  national  carriers  are  shielded  from  com- 
petition, the  less  effective  they  will  become  relative  to  more  nimble 
competitors  in  the  race  for  shares  of  the  growing  international  mar- 
ket. That's  why  the  waves  of  liberalization,  while  imperfect  and  far 
from  universal,  will  continue  to  undermine  fortresses  which  are 
built  on  the  sand  of  protectionism. 

Let  me  now  discuss,  Mr.  Chairman,  the  Department  of  Transpor- 
tation's actions  to  promote  the  growth  and  the  development  of 
international  air  services. 

Against  this  background  of  continuing  globalization,  enhanced 
competition  remains  the  U.S.  core  aviation  policy.  We  are  con- 
vinced that  airlines  responding  to  the  demands  of  a  competitive 
marketplace  produce  the  best  results  for  their  shareholders,  for 
their  employees,  and  for  the  passengers  and  shippers  and  the  com- 
munities that  they  serve.  That  has  been  our  experience  at  home, 
and  we  believe  that  competition  will  multiply  the  benefits  of  in- 
creased air  travel  throughout  the  global  economy. 

We  face  continuing  challenges  in  assessing  the  shifting,  often  dif- 
ficult-to-quantify  opportunities  and  benefits  for  diverse  U.S.  car- 
riers and  the  U.S.  economy.  We  must  craft  effective  strategies  to 
guide  us  in  negotiating  and  maneuvering  from  today's  airline  world 
into  the  globalized  future.  We  need  to  give  our  airlines  the  opportu- 
nities they  need  to  choose  the  corporate  strategies  that  they  believe 
are  in  their  best  interest. 

While  we  cannot  change  the  basic  economic  forces  airlines  face, 
we  must  do  our  utmost  to  ensure  that  their  choices  are  not  con- 
strained by  artificial  barriers.  Our  goal  throughout  is  to  maximize 
U.S.  interests,  defined  in  the  broadest  sense,  to  encompass  airlines 
and  their  employees,  the  traveling  and  shipping  public,  U.S.  cities, 
and  our  national  economy  as  a  whole. 

Right  from  the  beginning  of  this  Administration,  the  Department 
of  Transportation  has  been  proactive  in  seeking  to  increase  oppor- 
tunities around  the  world  for  our  airline  industry  and  its  cus- 
tomers. We  played  a  key  role  in  the  formation  and  deliberations  of 
the  National  Airline  Commission,  in  crafting  the  Administration's 
Civil  Aviation  Initiative,  and  since  taking  office,  we  have  shared 
the  frustrations  of  U.S.  carriers  faced  with  restrictions  placed  on 
their  operations  by  foreign  governments,  and  we  have  acted  to  re- 
move these  restrictions  wherever  possible.  We  have  also  begun  to 
seek  multilateral  arrangements  to  replace  the  outmoded  bilateral 
regime — notably,  with  the  European  Union  in  exploring  air  cargo 
liberalization. 

As  for  encouraging  the  free  flow  of  capital,  we  support  raising  the 
current  25  percent  limit  on  foreign  voting  equity  in  U.S.  carriers 
in  markets  governed  by  liberal  arrangements.  In  general,  Mr. 
Chairman,  our  international  aviation  policy  has  been  consistently 
guided  by  the  four  strategies  to  support  globalization  and  open 
markets  that  I  enunciated  in  a  speech  before  the  International  Air 
Transport  Association  last  November. 

Those  four  strategies  were,  number  one,  actively  seek  unre- 
stricted multilateral  and  sectoral  agreements  with  those  groups  of 
nations  that  are  willing  and  able  to  bring  comparable  opportunities 
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for  U.S.  carriers  and  the  U.S.  economy  to  the  table;  second,  while 
we  pursue  multilateral  accords,  we  also  seek  to  liberalize  existing 
bilateral  agreements,  ensuring  that  any  such  agreements  actually 
stimulate  more  air  travel,  increase  competition,  and  add  to,  not  re- 
duce, any  other  aviation  rights  that  existing  bilaterals  already  con- 
tain, third,  while  we  seek  to  move  beyond  the  obsolete  regime  of 
bilateral  accords,  we  will  vigorously  defend  any  and  all  existing 
U.S.  bilateral  rights,  we  will  act  through  all  available  means 
against  any  foreign  competitors  whose  governments  discriminate 
against  or  fail  to  honor  the  rights  of  U.S.  airlines,  and  no  one 
should  underestimate  our  resolve  in  that  regard;  and,  fourth,  we 
will  explore  the  formation  of  a  global  coalition  of  like-minded  free 
market-oriented  nations  that  could  significantly  advance  liberaliza- 
tion. 

To  continue  these  initiatives  in  a  comprehensive  way,  we  are  re- 
fining our  strategies  for  liberalizing  the  prevailing  international 
aviation  regime.  I've  asked  my  international  aviation  policy  staff  to 
prepare,  in  coordination  with  the  Department  of  State,  practical 
strategies  for  achieving  a  liberalized  international  regime,  and  we 
will,  Mr.  Chairman,  seek  the  advice  of  you,  Members  of  this  sub- 
committee, and  the  Congress  in  this  effort,  and  we  expect  to  com- 
plete our  work  by  early  summer. 

I  strongly  believe  that  the  strategies  governing  our  aviation  pol- 
icy, which  I've  described  to  you  very  briefly  today,  have  been  devel- 
oped and  applied  in  a  way  that  best  serves  America's  national  in- 
terest. We  define  that  to  include  not  only  U.S.  airlines  and  their 
employees,  but  travelers  and  shippers,  communities  across  Amer- 
ica— indeed,  our  entire  national  economy.  This  definition  of  the  na- 
tional interest  will  remain  our  guiding  principle  in  shaping  future 
aviation  policy. 

Finally,  Mr.  Chairman,  let  me  touch  on  the  practice  of  code  shar- 
ing, which,  as  you  know,  is  one  of  the  key  strategies  that  airlines 
are  pursuing  in  building  global  networks.  Code  sharing  can  provide 
real  economic  benefits  by  offering  improved  market  access  at  rea- 
sonable costs.  It  also  offers  important  marketing  advantages.  We 
think,  however,  that  it  is  critical  that  passengers  know  exactly 
what  they  are  buying  when  they  purchase  code-share  tickets. 

To  that  end,  the  Department  is  today  announcing  a  proposal  to 
ensure  that  the  identity  of  each  of  the  airlines  in  any  code-share 
relationship  is  disclosed  fully  and  clearly  to  all  passengers.  We 
know  from  our  recent  experience  with  code  sharing  that  this  prac- 
tice can  be  a  powerful  tool  for  capturing  additional  traffic  at  rel- 
atively little  cost.  It  is  a  highly  effective  strategy  for  foreign  car- 
riers to  tap  into  lucrative  traffic  from  U.S.  interior  points.  Without 
reciprocal  opportunities  for  access  by  these  U.S.  carriers  to  foreign 
markets,  however,  code  sharing  has  the  potential  to  create  an  un- 
acceptable imbalance  in  our  existing  aviation  relationships. 

At  the  Department  of  Transportation,  we  are  deeply  engaged  in 
analyzing  the  international  implications  of  code  sharing.  We  have 
engaged  the  services  of  an  airline  economic  consulting  firm  to  as- 
sist us  to  further  develop  conceptual  models  in  that  area.  We  are 
also  considering  ways  to  obtain  additional  information  from  U.S. 
and  foreign  carriers  about  their  code-sharing  operations. 
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Our  policy  in  the  area  of  international  code-sharing  requests  is 
to  achieve  comparable  economic  opportunities.  That  means  that  be- 
fore a  foreign  carrier  is  allowed  to  undertake  code-sharing  arrange- 
ments in  the  United  States,  we  will  require  that  its  homeland 
guarantee  U.S.  airlines  comparable  market  access.  Those  countries 
that  continue  to  pursue  restrictive  aviation  policies  should  under- 
stand that  the  benefits  of  code-share  alliances  will  not  be  extended 
to  their  airlines  until  those  policies  have  changed. 

In  other  words,  we  have  dealt  with  the  code-sharing  arrange- 
ments in  keeping  with  our  fundamental  goal  of  moving  to  a  truly 
open  international  aviation  regime  and  have  approved  them  only 
where  consistent  with  that  vision  or  where  approval  was  required 
by  pre-existing  bilateral  commitments. 

In  summary,  Mr.  Chairman  and  Members,  as  the  trend  toward 
airline  globalization  continues,  U.S.  carriers  are  performing  very 
well  compared  to  the  majority  of  the  world's  airlines.  Indeed,  their 
competitive  success  is  spurring  some  foreign  governments  to  try  to 
protect  their  national  flag  carriers  in  ways  ranging  from  limiting 
U.S.  carriers  access  to  offering  massive  subsidies  to  their  national 
airlines.  This  has  produced  tensions  in  many  of  our  aviation  rela- 
tionships, as  well  as  imposing  inefficiencies  on  airlines  and  their 
customers  and  the  traveling  and  shipping  public  as  well. 

Over  the  next  few  years,  the  transition  from  a  restrictive  inter- 
national regulatory  regime  to  a  more  liberal  and  competitive  envi- 
ronment will  be  very,  very  difficult.  Throughout,  we  will  be  firm 
both  in  defending  and  advancing  the  opportunities  of  U.S.  carriers 
and  in  seeking  to  provide  the  flying  public  with  the  increased 
choices  and  reasonable  prices  that  competition  brings.  We  believe 
this  is  not  only  in  the  interest  of  the  United  States,  but  in  the  in- 
terest of  air  travelers  and  consumers  worldwide. 

Mr.  Chairman,  thank  you  very  much  for  giving  me  an  oppor- 
tunity to  present  my  opening  comments,  and  I'd  be  very  pleased  to 
try  to  answer  your  questions. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Secretary.  You  have 
indeed  enunciated  some  very  significant  and  important  principles 
for  international  aviation  policy,  some  yardsticks  by  which  to  meas- 
ure progress  and  performance  and  to  measure  benefits. 

I  would  like  to  ask  you  whether  you  have  considered  or  would 
be  willing  to  take  advantage  of  the  50th  anniversary  of  ICAO,  the 
50th  anniversary  of  the  Chicago  Convention  this  coming  November, 
to  use  that  event  as  a  forum  for  enunciation  of  an  open-skies  policy 
by  the  United  States,  take  the  initiative  and  drive  international 
aviation  trade  policy  in  the  direction  it  must  go  for  the  balance  of 
this  decade  and  into  the  next  century,  an  adventure  in  which  I 
would  be  delighted  and  willing  to  join. 

Mr.  Pena.  Mr.  Chairman,  when  we  have  finalized  the  policy  that 
we  are  working  on  at  the  moment,  we  will  pick  a  strategic  fashion 
in  which  to  announce  it  to  the  world,  and  it  could  be  that  that 
event  may  be  an  opportunity  to  do  that.  Let  me  think  about  it  very 
carefully  and  work  with  you  and  perhaps  jointly  deliberate  on  how 
best  to  unfold  this. 

Mr.  Oberstar.  I  want  to  plant  the  idea.  I  think  this  gives  us  a 
great  opportunity,  a  springboard  for  something  really  significant 
and  important  for  U.S.  aviation  trade  policy. 
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Our  concerns  have  focused  in  the  last  year  and  you've  addressed 
to  a  degree  the  matter  of  renunciation.  Is  it  renunciation  of  any  bi- 
lateral off  the  table  for  the  foreseeable  future,  do  you  think? 

Mr.  Pena.  No,  Mr.  Chairman.  Let  me  be  very  direct  in  answering 
your  question,  because  I  suspect  that  the  issue  of  renunciation  has 
arisen  primarily  in  the  context  of  our  U.S. -U.K.  negotiations. 

As  I  have  viewed  the  actions  taken  by  other  nations  when  they 
believe  that  our  bilateral  regimes  are  not  in  their  best  interest  and 
observed  that  they  have  the  courage  of  renouncing  those  agree- 
ments, when  I  recognize  that  a  number  of  years  ago,  when  the 
United  Kingdom  was  not  pleased  with  the  bilateral  agreement  we 
had  with  them  and,  as  a  result  of  their  displeasure,  they  renounced 
the  bilateral — as  a  result  of  which  we  are  now  saddled  with  some- 
thing called  Bermuda  II,  under  which  they  have  been  able  to  in- 
crease their  market  share  of  our  markets,  and  our  market  share 
has  gone  down  from  60  percent  to  about  45  percent — it  is  my  view 
that  we  must  at  this  time,  in  these  very  delicate  and  troubled 
times,  use  every  tool  that  is  available  to  us  in  order  to  advance  our 
interest,  which  means  that  the  possibility  of  renunciation  will  be 
one  of  those  tools  which  will  be  on  the  table  as  we  look  at  all  of 
our  relationships. 

We  are  always  mindful  of  the  tremendous  implications  that  any 
renunciation  might  have  not  only  as  respects  the  relationship  of 
that  particular  country,  but  equally  importantly,  the  consequential 
impacts  it  might  have  on  other  relationships  with  other  countries. 

Mr.  Oberstar.  Especially  if  we  have  50  percent  or  more  of  the 
market  with  a  country  with  whom  we  are  having  negotiations  and 
we  consider  renunciation.  I  think  you  have  to  consider  who  loses 
most  in  that  situation. 

Mr.  Pena.  Mr.  Chairman,  let  me  say  on  this  renunciation  discus- 
sion, in  response  to  the  question  you  posed  in  your  opening  state- 
ment, one  must  think  through  very  carefully  not  only  the  interim 
impacts  of  renunciation,  but  the  long-term  consequences  of  renunci- 
ation. One  must  ask  the  question,  do  you  want  to  resort  to  comity 
and  reciprocity  at  the  end  of  a  renunciation  process,  or  are  you 
willing  to  take  other  actions?  Those  are  very  complicated  analyses, 
but  we  are  not  at  all  reluctant  and  in  fact  do  that  analysis  in  the 
Department.  So  we  think  that  this  is  an  issue  that  is  always  on 
the  table.  We  see  it  as  a  matter  of  last  resort,  but  it  is  an  option 
that  is  always  available. 

Mr.  Oberstar.  It's  sort  of  like  nuclear  war  in  the  1950s  and 
1960s.  It  was  more  a  standoff  of  fear  of  threat  of  using  a  weapon 
that  nobody  wanted  in  use,  because  everybody  loses  when  it's  used. 

I  want  to  inquire  whether  you  have  given  thought  to  the  possibil- 
ity of  negotiating  agreements  that  might  be  more  restrictive  than 
you  would  like,  than  I  would  like  in  the  short  run  if,  in  the  long 
term,  by  a  definitive  period  in  time,  we  get  to  liberal  agreement, 
hopefully  even  to  open  skies. 

A  good  example  would  be  Canada,  where,  in  negotiations  that 
have  been  under  way  since  December  1990  and  sidetracked  by  Ca- 
nadian elections,  problems  internally  with  their  own  economy,  a 
lack  of  their  own  intemsJ  definitive  policy,  peculiarities  of  their 
market  with  the  narrow  swath  of  population  across  our  3,000-mile 
border — nonetheless,  Canada  wanted  to  have  a  long  phase-in  pe- 
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riod,  and  we  preferred  not  to  give  them  that  period  of  time  which 
would  be  a  significant  advantage  over  our  carriers. 

But  using  that  as  an  example,  have  you  given  thought  to  such 
staged  liberal  agreements? 

Mr.  Pena.  We  have,  Mr.  Chairman,  and  we  realize  that  in  these 
bilaterals,  as  much  as  we  fight  to  enhance  our  interest  and  to  pro- 
tect our  interest,  we  understand  that  these  have  to  be  win-win 
propositions,  or  else  we'll  never  have  an  agreement.  So  we  do  con- 
template in  our  negotiations  this  concept  of  a  transitional  process, 
so  long  as  it  continues  to  move  us  in  a  forward  direction. 

That  is  the  underlying  principle,  that  we  not  take  any  steps 
backwards,  and  if  we  can  set  up  transitional  processes  that  get  us 
to  a  more  open  or  liberalized  regime,  but  making  progress  every 
step  of  the  way,  that  is  something  that  we  would  consider. 

Mr.  Oberstar.  Within  a  definitive  period  of  time. 

Mr.  Pena.  Yes,  sir. 

Mr.  Oberstar.  Briefly,  on  foreign  investment,  it  has  repeatedly 
been  suggested  that  we  should  negotiate  open  foreign  investment 
in  U.S.  carriers  above  the  25  percent  threshold  without  strings  and 
use  other  devices  to  control  other  countries'  and  other  carriers'  in- 
terest in  U.S.  carriers  as  a  means  of  moving  them  toward  having 
mirror  legislation.  What's  your  view? 

Mr.  Pena.  Mr.  Chairman,  the  recommendation  that  came  out  of 
the  analysis  that  the  Department  did  of  the  aviation  initiative  was 
to  support  an  increase  in  the  25  percent  rule,  but  it  was  condi- 
tioned on  reciprocal  economic  benefit  and  reciprocal  opportunities. 
So  there  were,  in  that  sense,  some  conditions  to  the  recommenda- 
tion. 

Mr.  Oberstar.  I  would  have  further  questions,  but  we  have  a 
long  list  of  Members  here,  and  I  want  to  give  everyone  an  oppor- 
tunity, so  I  will  proceed  to  Mr.  Inhofe  and  give  everybody  five  min- 
utes. 

Mr.  Inhofe.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  agree  with  some  of  the  things  you  were  saying, 
and  I  wrote  down  some  of  your  statements — one,  that  you  are  seek- 
ing to  increase  the  opportunities  of  the  United  States  airlines 
around  the  world,  and  your  comment  that  the  U.S.  domestic  air- 
lines want  to  compete,  but  the  rest  of  the  world  doesn't  want  to 
compete  with  us. 

I  guess  the  first  question  that  makes  sense  to  me,  if  I  were  sit- 
ting in  the  position  of  the  Germans  or  the  Brits  and  looking  at  us, 
I'd  be  satisfied  with  the  deal  that  I  have  right  now,  because  they 
have  a  decided  advantage.  What  incentive  is  there  to  come  to  the 
table  and  try  to  open  their  markets  up  to  us? 

Mr.  Pena.  Well,  Congressman,  it  depends  on  each  one  of  those 
agreements,  because  they  are  all  different.  In  the  case  of  France, 
for  example,  which,  as  you  know,  renounced  its  agreement  with  us, 
they  are  now  undertaking  a  very  difficult  step  in  trying  to  revital- 
ize Air  France.  Right  now  we  are  on  comity  and  reciprocity.  We  are 
not  pleased  with  that  relationship.  We  think  that  by  continuing  to 
make  progress  with  other  European  nations,  that  France  will  find 
that  it  is  essentially  isolated  in  its  position  and  it  will  become  more 
and  more  difficult  for  them  to  remain  in  a  non-bilateral  relation- 
ship with  the  United  States. 
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Every  country  is  different.  As  respects  the  United  Kingdom, 
there  was  a  sense  a  year  ago  that,  given  the  investment  regime 
that  British  Airways  wanted  to  make  in  USAir  and  the  uncondi- 
tional right  to  code  share  which  it  had  negotiated  under  Bermuda 
II  several  years  ago,  that  that  would  prompt  the  United  Kingdom 
to  move  toward  the  renegotiation  of  the  bilateral.  As  you  know,  be- 
cause of  the  situation  of  U.S.  airlines,  British  Airways  has  now  an- 
nounced that  it  will  hold  back  its  second  or  third  investment  in 
USAir  until  the  financial  condition  of  USAir  improves,  and  so  there 
is  no  incentive  for  the  United  Kingdom  to  move  forward  aggres- 
sively in  renegotiating  the  bilateral,  because  the  bilateral  that  we 
currently  have  today  allows  them  to  continue  to  have  very  good 
market  access  to  our  country. 

That  is  why  we  are  at  this  moment  evaluating  all  the  options 
which  are  available  to  us  in  order  to  find  a  way  to  encourage  the 
United  Kingdom  to  conduct  serious  negotiations  with  us  and  truly 
develop  a  more  liberal  bilateral  regime.  So  every  country  is  dif- 
ferent. 

Mr.  Inhofe.  All  right.  In  your  statement,  you  said  that  you  will 
actively  seek  unrestricted  multilateral  and  sectoral  agreements. 
How  would  you  distinguish  between  that  arrangement  and  open 
skies? 

Mr.  Pena.  Well,  the  concept  here  is  to  try  to  accumulate  groups 
of  nations  whose  markets  can  at  least  give  us  something  closely 
comparable  to  access  to  our  market,  £ind  we  have  had  some  pre- 
liminary discussions  with  some  of  those  countries,  and  these  would, 
of  course,  be  countries  whose  markets  £ire  much  smaller  than  much 
larger  nations.  But  if  we  could  group  them  and  produce  a  total 
market  which  begins  to  have  some  equivgdency,  that  might  give  us 
the  opportunity  to  engage  in  multilateral  open-skies  relationships. 
So  in  that  sense 

Mr.  Inhofe.  Well,  Mr.  Secretary,  let  me  ask  you  a  question, 
then.  If  you  had  your  wish  list,  would  you  like  to  have  an  open- 
skies  agreement? 

Mr.  Pena.  Yes,  we  much  prefer  open-skies  agreements  to  the 
very  restrictive  bilaterals  that  we  have  today. 

Mr.  Inhofe.  The  Chairman  mentioned  a  meeting  that  I  was  not 
aware  of  in  Chicago.  Is  that  where  an  effort  is  going  to  take  place 
to  try  to  bring  some  people  to  the  table  to  come  up  with  an  open- 
skies  agreement? 

Mr.  Pena.  Congressman,  I  think  the  reference  to  the  Chicago 
meeting  is  simply  an  anniversary  meeting  of  the  Chicago  Conven- 
tion, and 

Mr.  Inhofe.  But  will  a  dialogue  begin  at  that  meeting?  I  mis- 
understood, because  I  was  not  aware  of  the  meeting  in  terms  of  a 
discussion  of  ultimately  achieving  an  open-skies  agreement.  Will 
other  people  be  there? 

Mr.  Oberstar.  Would  the  gentleman  yield? 

Mr.  Inhofe.  Yes,  I  will. 

Mr.  Oberstar.  This  is  a  celebration  of  and  commemoration  of  the 
50th  anniversary  of  the  Chicago  Convention.  It  is  not  being  billed 
primarily  as  a  policy  forum,  but  I  think  it  should  be.  I  think  it  pre- 
sents us  a  great  opportunity  to  make  it  a  policy  forum. 
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Mr.  Inhofe.  Well,  let  me  ask  you  a  question,  Mr.  Chairman.  Will 
there  be  representatives  from  Britain  and  Grermany? 

Mr.  Oberstar.  I'm  sure  every  one  of  the  trading  nations  in  the 
world  will  be  there. 

Mr.  Pena.  But,  sir,  let  me  clarify,  this  is  not  a  negotiating  ses- 
sion. 

Mr.  Inhofe.  I  understand  that. 

Mr.  Pena.  So  that's  not  the  purpose  of  the  conference. 

Mr.  Inhofe.  But  many  negotiating  sessions,  Mr.  Secretary,  begin 
when  everybody  is  at  one  meeting,  and  I  would  hope  that  we  could 
take  advantage  of  this.  If  it  is  the  desire  of  the  Department  of 
Transportation  and  the  Administration  to  negotiate  ultimately  an 
open-skies  agreement,  I  think  I'm  glad  to  hear  that  you  want  ulti- 
mately to  get  an  open-skies  agreement,  because  right  now  we  are 
operating  at  a  disadvantage  in  our  relationships  with  both  the  UK 
and  with  Germany.  It's  in  our  best  interest,  to  have  an  open-skies 
agreement. 

Also,  one  last  question.  Is  it  necessary  to  tie  these  to  other  nego- 
tiations? It  would  seem  to  me — and  I'm  not  in  the  business  that 
you're  in — that  if  we  could  have  an  open-skies  agreement,  we  could 
let  the  other  negotiations,  whether  they're  technological  negotia- 
tions, the  cellular  and  all  this,  take  place  independent  of  this. 
Would  that  be  a  reasonable  expectation  or  desire  in  our  policy? 

Mr.  Pena.  Yes,  Congressman,  and  that  is  the  way  in  which  nego- 
tiations are  conducted  today.  They  are  not  tied  to  other  non-avia- 
tion trade  issues. 

Mr.  Inhofe.  I  see.  Thank  you  very  much. 

Mr.  Oberstar.  The  Chair  will  proceed  on  the  basis  of  time  of  ar- 
rival of  Members,  and  we'll  begin  with  Mr.  Geren. 

Mr.  Geren.  Thank  you,  Mr.  Chairman. 

Let  me  first  welcome  a  fellow  Texan  and  fellow  Longhom  to  the 
committee.  I  appreciate  his  being  here  today. 

Mr.  Secretary,  I  don't  envy  your  job.  There's  no  doubt  you  face 
more  challenges  today,  particularly  regarding  this  issue,  probably 
than  any  time  in  our  history.  I  think  none  is  more  important  than 
dealing  with  the  intransigence  of  the  British  in  resisting  change, 
and  you've  addressed  this  considerably  in  your  statement  and  in 
response  to  questions. 

You've  inherited  a  terrible  problem.  There's  12  years  of  neglect, 
and  a  just-say-yes  antitrust  policy  has  resulted  in  the  mess  we 
have  today.  We  arrived  at  this  point  by  exempting  the  domestic  air- 
line industry  from  the  basic  principles  of  antitrust  law  that  apply 
to  the  rest  of  the  economy,  and  we  paid  a  heavy  price  for  it. 

I'm  deeply  worried  that  we're  about  to  compound  the  problem  by 
making  the  same  mistake  in  international  aviation.  We  seem  to  be 
approving  each  and  every  code-sharing  deal  without  really  looking 
at  its  consequences.  We've  taken  a  perfectly  fine  bilateral  with  Ger- 
many and  agreed  to  a  highly  restrictive  agreement  that  freezes  out 
new  competition  by  U.S.  carriers  for  at  least  four  years,  yet  the 
German  carrier,  Lufthansa,  walks  away  with  almost  unlimited  ac- 
cess to  our  markets.  , 

Most  distressing,  however,  is  the  British  situation.  Youve  made 
every  possible  effort  to  deal  with  the  British,  but  they  have  a  50- 
year  history  of  just  saying  no,  and  they  have  succeeded.  Having  es- 
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tablished  a  stranglehold  at  Heathrow  for  British  Air  and  having 
gained  access  to  the  United  States  through  the  USAir  deal,  they 
really  have  no  reason  now  to  be  accommodating.  The  Bermuda  II 
agreement  is  the  single  greatest  obstacle  to  a  more  open  inter- 
national regime,  and  the  United  States-United  Kingdom  market  is 
the  largest  one  in  the  world.  Until  we  obtain  genuine  competition 
in  this  market,  there's  no  other  reason  for  other  countries  to  agree 
to  liberalize  their  own  agreements. 

You've  already  addressed  the  issue  of  code  sharing,  and  I'm 
pleased  to  hear  the  study  that  the  DOT  is  undertaking,  but  I  think 
it's  important  to  understand  that  code  sharing  is  not  a  marketing 
tool,  it's  a  fundamental  change  in  international  aviation.  It's  used 
as  a  means  for  competitors  to  divide  up  markets,  eliminate  com- 
petition, and  consolidate  huge  monopolistic  route  networks. 

When  BA  and  USAir  entered  into  their  deal,  USAir  agreed  to 
drop  service  in  markets  where  it  competed  with  British  Airways. 
Under  the  current  situation,  BA  gets  the  best  of  all  worlds,  and  if 
they  are  ever  going  to  consider  change  and  any  kind  of  liberaliza- 
tion, I  think  we're  going  to  have  to  use,  as  the  Chairman  referred 
to,  perhaps  the  atom  bomb  and  renounce  the  bilateral.  I  think  only 
when  faced  with  that  are  we  going  to  really  ever  get  them  to  the 
table. 

As  you  know,  the  negotiations  are  at  a  stalemate,  and  as  a  re- 
sult, the  British  appear  to  be  in  a  position  to  preserve  their  pro- 
tected market  in  Great  Britain  against  expanded  U.S.  competition, 
while  British  Airways  has  achieved  the  U.S.  market  access  it  de- 
sired. Can  you  address  the  code-sharing  rights  that  BA  has  com- 
pared to  the  code-sharing  rights  that  we  have  in  their  markets? 

And  I  want  to  raise  one  other  point  I'd  like  you  to  comment  on. 
I  read  last  week  that  BA  is  considering  opening  a  hub  in  Miami 
to  expand  service  to  Central  and  South  America.  As  you  well  know, 
a  U.S.  carrier  could  never  do  the  same  thing  in  the  United  King- 
dom for  access  to  the  rest  of  Europe.  These  situations  are  grossly 
unfair,  and  unless  we  take  drastic  action,  I  don't  see  how  we're 
going  to  change  anything  significantly. 

If  you  would  address  the  code-sharing  situation  relative  to  our 
rights  in  the  UK,  and  also  talk  about  this  proposed  hub  in  Miami. 

Mr.  Pena.  Well,  Congressman,  you're  right.  The  fact  is  that 
under  the  old  Bermuda  II  agreement,  the  United  Kingdom  has  un- 
limited code-share  rights  to  our  market.  That  was  negotiated  away, 

Mr.  Geren.  And  I'm  not  saying  you're  to  blame  for  it.  That's 
something  you  inherited. 

Mr.  Pena.  A  year  ago,  when  British  Airways  formally  submitted 
their  first  request  for  code  sharing,  we  approved  it  for  one  year. 
ThereEifter,  they  came  in  and  asked  for  additional  code  share,  and 
we  did  not  approve  it  for  a  full  year.  We  approved  it  for  several 
months. 

I  must  say  to  the  Members  of  the  committee,  there  was  a  ques- 
tion raised  by  the  British  about  whether  or  not  we  were  violating 
the  bilateral  agreement  by  limiting  the  approval  for  only  a  few 
months.  Ostensibly,  it  was  argued  by  them,  code-share  requests 
were  good  for  a  year.  We  walked  up  to  the  edge  on  that  one.  We 
have  been  very  careful  in  our  actions  not  to  violate  the  bilateral 
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agreements,  because  such  violations  are  the  basis  for  reciprocal  ac- 
tion by  the  other  party. 

Having  said  that,  they  have  now  requested  to  extend  their  code- 
sharing  rights,  we  have  approved  them  for  another  year,  and  the 
reason  we  did  that  was  we  did  not  want  to  be  distracted  by  con- 
stantly rethinking  a  four-month  or  six-month  code-sharing  decision 
between  now  and  a  year  from  now,  so  that  we  could  focus  our  at- 
tention on  the  broader  question  of  what  relationship  we  are  ulti- 
mately going  to  have  with  the  United  Kingdom  and  what  tools  we 
have  available  for  us  to  finally  encourage  them  to  renegotiate  the 
bilateral,  which  is  precisely  what  we're  doing  at  the  moment. 

So  we  are  not  happy  with  this  condition,  and  we  are  not  pleased 
with  the  fact  that  British  Airways  is  able  to  access  our  market 
through  code-share  arrangements  and  our  airlines  are  limited  in 
accessing  the  United  Kingdom,  and  we're  going  to  do  everything  we 
can  to  fix  it. 

Mr,  Geren.  What  about  the  proposal  of  British  Air  to  open  up 
this  hub  in  Miami,  and  what  kind  of  concerns  does  that  raise  with- 
in our  own  DOT? 

Mr.  Pena.  Congressman,  I've  been  told  that  that  is  not  likely  to 
happen  any  time  soon,  and  there  are  some  issues  that  have  to  be 
addressed  by  the  Department  before  that  could  happen,  and  we'd 
be  happy  to  give  you  more  specific  information  to  clarify  that  an- 
swer. 

Mr.  Geren.  Well,  I  appreciate  that,  because  I  think  it's  some- 
thing that  we  do  need  to  focus  on  before  it  happens  so  we're  not 
looking  at  it  as  a  fait  accompli  and  trying  to  figure  out  how  to  undo 
the  damage  that  is  done  after  they  achieve  one  more  major  inroad 
into  our  market.  It  also  offers  us  some  leverage  perhaps  in  bringing 
them  to  the  table  on  some  of  these  other  matters. 

Thank  you,  Mr.  Secretary. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

Mr.  Ewing. 

Mr.  EwiNG.  Thank  you,  Mr.  Chairman,  and,  Mr.  Secretary,  thank 
you  for  appearing  here  today.  The  discussions  seem  to  have  cen- 
tered around  our  competition  with  our  European  trading  partners. 
Do  we  have  the  same  problems  with  our  Asian  trading  partners  in 
access  to  their  markets? 

Mr.  Pena.  Congressman,  we're  beginning  to  have  those  problems. 
They  haven't  risen  to  the  level  of  the  European  issues  in  the  sense 
of  renunciation,  but  let  me  be  more  specific.  What  we  have  now  ex- 
perienced is  perhaps  a  concerted  policy  by  Asian  countries  to  limit 
any  increased  market  access  by  our  airlines.  We  have  seen  that  on 
the  part  of  Japan,  which  has  attempted  to  limit  to  50  percent  the 
proporation  of  Fifth  Freedom  traffic  our  airlines  can  carry  beyond 
Japan.  We  know  that  Thailand  has  renounced. 

We  are  having  some  discussions  with  other  Asian  countries,  but 
we  are  very  concerned  that  there  appears  to  be  an  effort  not  do 
lock  out,  but  to  restrict  any  further  significant  increase  in  access 
by  our  airlines  in  the  Asian  market.  So  we  are  working  on  a  strat- 
egy to  find  a  way  to  continue  to  give  us  more  access,  perhaps  in 
a  gradual  fashion,  but  to  get  into  that  market.  That  is  becoming 
the  largest  and  quickest-growing  market  in  the  world,  so  we  have 
to  address  it. 
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Mr.  EwiNG.  Mr.  Secretary,  can  the  foreign  airlines  generally  com- 
pete with  American  airlines?  I  mean,  if  it  was  an  open  market,  are 
we  that  much  better,  or  are  they  better?  What  is  the  general  com- 
petitive advantage? 

Mr.  Pena.  There  may  be  one  or  two  exceptions,  but  generally 
speaking  our  airlines  are  much  more  competitive  than  foreign  air- 
lines. We  are  much  more  efficient,  less  costly,  and  we  do  very  well 
in  a  head-to-head  contest  in  an  open  bilateral  regime. 

Mr.  EwiNG.  Do  you  have  any  time  table  that  you've  set  to  really 
get  to  the  nub  of  the  problem,  particularly  with  the  Germans  and 
the  British  on  opening  up  those  agreements? 

Mr.  Pena.  Congressman,  because  they  are  all  individual,  we  ap- 
proach them  individually.  However,  we  have  raised,  for  example, 
with  the  EC  the  concept  of  beginning  to  have  an  EC-wide  open- 
skies  air  cargo  agreement,  and  we  had  our  first  session  several 
months  ago.  Let  me  clarify  that  there  is  great  disagreement  among 
the  EC  nations  about  whether  we  should  even  have  an  EC- wide 
open-skies  agreement  in  the  area  of  cargo,  but  we  are  pressuring 
and  pushing  in  that  direction  to  demonstrate  that  in  fact  we  can 
have  an  open-skies  agreement  in  air  cargo.  If  we  can  do  that  in  air 
cargo,  I  think  we  can  begin  to  do  it  in  non-air  cargo  commercial 
passenger  areas. 

As  respects  the  United  Kingdom,  we  are,  as  I  said  earlier,  ana- 
lyzing our  options  as  we  speak,  and  we  hope  to  finalize  our  specific 
and  final  relationship  with  the  United  Kingdom  as  soon  as  we  pos- 
sibly can. 

Mr.  EwiNG.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  The  gentleman  from  Illinois,  Mr.  Lipinski. 

Mr.  Lipinski.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Secretary,  I  hate  to  get  back  to  the  British  Air  situation  in 
Great  Britain,  but  it  is  obviously  a  very,  very  difficult  problem  for 
our  carriers.  I  myself,  Congressman  Costello,  and  a  number  of 
other  Members  of  the  Aviation  Subcommittee  met  over  Easter  time 
with  all  the  British  transport  officials,  including  Mr.  MacGregor,  as 
I  mentioned  in  my  opening  statement,  and  it's  really  my  opinion, 
based  upon  everything  I've  read  about  the  situation  and  my  per- 
sonal experience — and  this  may  also  be  your  personal  experience, 
but  I'm  not  going  to  put  words  in  your  mouth — ^but  if  we  are  going 
to  get  the  British  to  come  around  at  all,  we  are  going  to  have  to 
deal  with  them  very,  very  aggressively.  I  don't  believe  that  they 
can  afford  not  to  have  access  to  the  American  market,  but  I  don't 
think  that  they're  going  to  negotiate  anything  with  us  unless  we 
threaten  them  with  stopping  them  from  flying  into  this  country 
and  accessing  our  market  and  unless  we  really  mean  it. 

I  think  MacGregor  must  have  read  Winston  Churchill,  and  he  is 
a  bulldog,  and  he  is  standing  up  for  his  country,  his  air  carrier,  and 
what  he  believes  is  correct,  and  for  them  to  get  the  greatest  advan- 
tage possible.  I  think  we  have  to  take  the  same  approach.  We  have 
to  be  as  hard-nosed,  we  have  to  tell  them  what  we're  going  to  do, 
and  we  have  to  really  mean  it  in  order  to  be  successful. 

They  told  us  that  nothing  could  be  done  whatsoever  when  we 
were  there,  and  a  few  weeks  later  they  announced  an  arrangement 
between  Virgin  Atlantic  and  Delta  Airlines.  Now,  the  meeting  that 
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we  had  with  them,  nothing  whatsoever  could  possibly  be  changed. 
Obviously,  the  Delta  situation  and  the  Virgin  Atlantic  situation  is 
advantageous  to  them.  Otherwise,  they  wouldn't  have  done  it. 

But  this  is  my  advice  to  you.  I  have  to  go.  I  appreciate  you  com- 
ing over,  and  I  appreciate  you  listening  to  me.  I  will  stay  to  hear 
your  answer,  and  then  I  have  to  go,  so  please  excuse  me. 

Mr.  Pena.  Congressman,  if  I  could,  this  is  a  very  complex  issue. 
It's  very  difficult,  and  let  me  assure  you  that  we  are,  as  I  said  ear- 
lier, pursuing  all  of  our  options  and  studying  them  very  carefully. 
But  let  me  give  you  an  example  of  how  difficult  this  one  is.  Let  us 
speak  hypothetically  for  a  moment,  if  I  could,  and  let  us  assume 
that,  h3rpothetically,  the  decision  was  made  to  embark  on  renunci- 
ation. In  order  for  that  to  be  an  effective  strategy,  as  you  so  signifi- 
cantly stated,  there  must  be  unanimity  of  agreement  on  our  side. 
That  means  that  for  every  city  that  currently  has  service  to  the 
UK,  there  will  be  some  pain,  and  they  must  be  willing  to  tolerate 
that  pain  in  the  interim.  It  means  the  same  for  every  airline — and 
let  me  assure  you,  there  will  be  no  agreement  among  our  U.S.  air- 
lines on  that  strategy.  Let  me  just  assure  you  of  that. 

Mr.  LiPlNSKi.  I  concur  with  you,  yes. 

Mr.  Pena.  We  must  find  a  way  to  get  that  assurance  in  order  to 
proceed.  That's  what  makes  these  issues  so  difficult,  because  other- 
wise, you're  absolutely  correct,  you  cannot  embark  on  that  process 
unless  the  other  side  knows  you  are  serious  and  you  are  willing  to 
pursue  it  to  its  ultimate  conclusion. 

And  to  put  that  in  perspective,  we  are  fully  aware  that  80  per- 
cent of  Virgin  Atlantic's  profit  comes  from  the  U.S.  market.  We  are 
fully  aware  that  25  percent  of  BA's  success  comes  from  the  U.S. 
market.  We  are  fully  aware  that  for  every  U.S.  airline,  less  than 
5  or  6  percent  of  their  revenues  come  from  the  UK  market.  So  we 
know  who  would  be  injured  in  that  kind  of  an  environment,  but  we 
all  have  to  be  in  agreement,  and  reaching  that  agreement  is  a  very 
difficult  thing  to  accomplish. 

Mr.  LiPlNSKi.  Well,  Mr.  Secretary,  you're  the  leader,  so  you  have 
to  get  everybody  together  and  lead  them  to  victory.  [Laughter.] 

Mr.  Oberstar.  The  gentleman  from  Maryland,  Mr.  Gilchrest. 

Mr.  Gilchrest.  I  have  no  questions  right  now,  Mr.  Chairman. 

Mr.  Oberstar.  The  gentlewoman  from  Washington,  Ms.  Dunn. 

Ms.  Dunn.  Thank  you,  and  welcome,  Mr.  Secretary.  It's  always 
good  to  see  you  before  our  committee. 

Todays  statements  and  questions  seem  to  reflect  a  concern  that 
I  have  not  heard  to  such  a  degree  before  about  the  negotiating 
strategy  of  our  Grovemment  and  the  various  bilateral  discussions. 
I'm  hearing  a  lack  of  confidence  in  the  DOT  and  State  Department 
teams,  and  I  don't  mean  to  be  a  partisan  critic.  Certainly,  this  situ- 
ation seems  to  be  reflective  of  what  we've  seen  under  administra- 
tions from  both  sides  of  the  aisle. 

My  question  is,  are  we  fielding  the  strongest  negotiating  team  in 
our  fight  to  achieve  a  level  playing  field?  Ought  we  be  turning  the 
aviation  negotiations  over  to  the  Trade  Rep's  Office? 

Mr.  Pena.  Congresswoman,  let  me  assure  you  that  we  have  a 
good  team.  They  work  at  these  issues  methodically.  We  are  improv- 
ing the  analysis  that  we  now  do  in  these  bilaterals,  contrasted  to 
efforts  of  the  past.  For  example,  the  question  was  raised  earlier 
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about  economic  analysis.  I  agree.  I  wish  somebody  would  have  done 
an  economic  analysis  when  Bermuda  II  was  negotiated  years  ago, 
but  it  wasn't  done.  So  we  are  now  doing  that.  We're  bringing  in 
those  additional  kinds  of  tools,  analysis,  further  thought  about 
long-term  impHcations,  smd  that  is  what  we  are  doing  today. 

I  would  very  respectfully  disagree  with  the  suggestion,  however, 
that  we  have  not  been  negotiating  correctly,  that  we  have  been  in- 
consistent, or  that  we  have  not  been  firm  in  our  negotiations.  To 
the  contrary,  since  the  very  first  month  of  my  administration,  when 
we  took  action  against  Japan  and  Australia,  people  were  surprised 
that  this  administration  would  act  so  quickly  and  so  vigorously  in 
response  to  threatened  actions  being  taken  against  our  airlines, 
and  as  a  result  of  that,  we  made  movement  in  those  areas. 

Now,  without  sounding  overly  aggressive  in  this  area,  because  we 
must  adways  be  thoughtful,  we  must  always  be  strategic,  we  must 
always  understand  where  we  will  end  up  at  the  end  of  the  day  be- 
fore taking  any  action,  let  me  assure  you  that  this  administration 
is  prepared  to  use  whatever  tools  are  available  to  ensure  that  our 
national  goal  is  met.  We  will  do  that  consistently,  and  we  will  work 
with  this  committee  in  getting  the  kind  of  support  we  need,  be- 
cause there  will  be  times  when  we  must  make  some  very  difficult 
decisions,  and  in  order  for  us  to  do  that,  unlike  our  counterparts 
on  the  other  side  of  the  table  who  are  able  to  get  unanimity  of 
agreement  in  these  negotiations,  we  have  got  to  do  the  same  thing 
on  our  side  of  the  table,  and  I  ask  this  committee's  support  in  help- 
ing us  get  that  kind  of  agreement. 

Ms.  Dunn.  That's  a  worthy  commitment.  Thank  you,  Mr.  Sec- 
retary. I  want  to  ask  you,  too,  about  Bermuda  II.  There  are  rumors 
that  seriously  considering  the  renunciation  of  the  existing  Bermuda 
n  agreement  might  be  a  means  to  prompt  the  British  to  enter  into 
an  open-skies  agreement.  How  would  you  see  a  strategy  like  that 
plajdng  out? 

Mr.  Pena.  Congress  woman,  the  answer  to  your  question  is  that 
that  is  an  option  that  we  are  analyzing  at  the  moment.  We  hope 
to  conclude  our  analysis  in  the  near  future  about  how  we  proceed 
with  the  United  Kingdom.  There  are  many  other  options  that  we 
are  pursuing.  I  would  not  want  today  to  discuss  that  publicly.  I 
hope  the  committee  understands  the  reason  for  not  discussing  it 
fiilly  at  this  time,  but  let  me  assure  you  that  we  are  analyzing  all 
of  those  options  very  carefully  and  understanding  their  long-term 
impUcations  and  whether  or  not  we  should  move  in  that  direction. 

Ms.  Dunn.  Let  me  ask  you  further,  then,  Mr.  Secretary,  on  that 
question,  if  we  don't  move  forward  in  the  renunciation,  what  real 
leverage  do  you  see  that  we  have  in  achieving  the  open-skies  policy 
that  we're  looking  for,  for  our  domestic  carriers? 

Mr.  Pena.  There  was  very  little  motivation  or  incentive  on  the 
part  of  the  United  Kingdom  to  significantly  change  the  current  re- 
strictive bilateral  agreement  that  we  have  today.  So,  again,  it  is  my 
view  that  we  must  be  very  strategic  in  the  tool  that  we  pick  and 
in  the  process  that  we  use,  because  we  must  always  keep  the  goal 
in  mind,  and  that  is  to  find  a  way  to  renegotiate  this  bilateral  to 
truly  open  it  up  so  that  we  can  have  a  more  liberal  regime  with 
the  United  Kingdom. 
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Ms.  Dunn.  Let  me  ask  one  last  question,  Mr.  Secretary,  if  you 
don't  mind,  Mr.  Chairman.  If  we  terminated  Bermuda  II,  what 
would  you  foresee  as  the  outcome?  Would  it  be  air  service  termi- 
nation, or  would  it  be  a  move  toward  reciprocity  and  comity? 

Mr.  Pena.  If  we  renounced,  would  we  resort  to  comity  and  reci- 
procity or  a  further  take-down? 

Ms.  DtTNN.  Yes,  if  we  did  not  terminate  Bermuda  II. 

Mr.  Pena.  I'm  sorry,  I  thought  you  asked  if  we  did  terminate 
Bermuda  II. 

Ms.  Dunn.  If  we  do  not  terminate  it,  what  would  you  see? 

Mr.  Pena.  Well,  if  Bermuda  II  is  not  terminated,  we  would  con- 
tinue to  have  a  very  restrictive  regime  where  I  think  the  United 
Kingdom  will  continue  to  have  increasing  market  access  and  share 
of  the  market  between  the  United  States  and  the  United  Kingdom, 
and  I  think  we  would  continue  to  do  less  well  in  that  relationship 
than  we  have  in  past  years. 

Ms.  Dunn.  Thank  you  ver>^  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  The  only  way  that  renunciation  really  becomes  a 
tough  bargaining  tool  is  if  you  absolutely  shut  down  all  service,  iise 
the  atomic  bomb.  To  continue  to  operate  at  lower  levels  of  service 
suits  the  foreign  carrier  usually  very  well,  because  that's  where 
they'd  like  to  see  it,  but  it  doesn't  suit  our  carrier,  because  we  lose, 
and  in  the  resulting  renegotiated  agreement,  we  usually  conie  out 
lesser,  as  in  the  case  of  Tliailand  a  few  years  ago.  So  renxmciation 
is  a  tool  best  threatened  and  lesser  used. 

Ms.  CoUins. 

Ms.  CoixiNS.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Secretary,  I  wonder  if  you  realize  how  badly  Detroit  has  been 
shortchanged  in  service  to  London.  Delta,  which  is  the  carrier  the 
Department  authorized  to  serve  Detroit-London,  over  my  strong  ob- 
jections, including  the  entire  Michigan  delegation,  has  now  reduced 
its  unprofitable  service  to  just  five  flights  a  week  going  into  the 
peak  summer  season,  and  Detroit  has  by  far  the  worst  service  of 
any  comparable-sized  city. 

My  colleagues  in  the  lilichigan  delegation  and  I  have  repeatedly 
communicated  our  concerns  about  this  situation  both  to  you  and 
your  predecessors,  yet  nothing  has  been  done.  Is  it  your  view  that 
five  flights  a  week 'is  adequate  ser\-ice  for  the  seventh  largest  city 
in  the  United  States?  And  if  you  agree  vs-ith  me  that  it  is  not,  what 
is  the  Department  going  to  do  to  correct  this  situation? 

Mr.  Pena.  Congresswoman,  I  believe  you're  aware  of  the  fact 
that  when  the  decision  was  made  to  aUow  Deha  to  pick  up  that 
route,  which  it  had  acquired  from  another  airhne,  there  was  litiga- 
tion involved  in  that  decision  by  another  carrier.  The  court  has  sus- 
tained the  decision  of  the  Department  in  that  case.  WTiether  that 
is  going  to  be  appealed  or  not.  I  do  not  know  at  the  moment. 

However,  we're  aware  of  the  actions  being  taken  by  Delta.  We 
are  fully  aware  of  the  needs  of  the  city.  However,  at  this  point,  we 
must  continue  to  monitor  Delta's  performance  there,  but  they  have 
contractuallv  acquired  that  route,  and  they  are  using  it  as  they  so 
choose  in  their  corporate  strategy.  Beyond  that,  we  would  have  to 
do  some  internal  analysis  in  the  Department  to  determine  whether 
an>thing  else  could  be'  done  to  alter  the  current  situation. 
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Ms.  Collins.  Mr.  Secretary,  that  was  a  big  battle,  and  we  noted 
at  that  time  that  it  would  be  unprofitable  for  Delta  because  they 
did  not  have  a  hub  in  the  City  of  Detroit,  and  everything  that  we 
projected  came  true,  and  now  Detroit  is  suffering. 

I  appreciate  your  efforts  to  liberalize  our  bilateral  agreement 
with  the  United  Kingdom;  however,  your  effort  does  not  seem  to 
have  yielded  much.  I'm  told  that  the  Brits  have  expressed  willing- 
ness to  address  immediately  some  of  the  more  pressing  service  is- 
sues, such  as  a  second  U.S.  carrier  on  the  Detroit-London  route. 
At  what  point  would  you  be  willing  to  solve  Detroit's  problem  by 
accepting  what  the  British  are  willing  to  give  at  this  particular 

time?  ./.        r 

Mr.  Pena.  Congresswoman,  without  getting  into  the  specifics  of 
various  conversations  that  we've  had  with  the  United  Kingdom,  let 
me  generally  say  that  it  is  correct  that  there  have  been  some  offers 
of  very  modest  adjustments  to  the  current  bilateral,  which  vje  be- 
lieve are  unacceptable.  We  have  spent  more  than  a  year  looking  at 
much  more  significant  changes  to  the  bilateral. 

I  do  not  believe  it  is  in  our  best  interest  to  look  at  some  very 
modest  offers  which  don't  get  to  the  basis  of  the  restrictions  of  the 
bilateral  agreement  that  we  have  today.  If  there  is  a  serious  offer 
for  some  significant  change  to  the  bilateral,  we  are  very  prepared 
and  willing  to  enter  those  discussions  very  seriously,  as  we  have 
been  in  the  past  year. 

Ms.  Collins.  But  you're  not  willing  to  accept  a  second  carrier 
route  from  Detroit? 

Mr.  Pena.  Again,  not  speaking  directly  to  that  one  particular 
route,  because  there  are 

Ms.  Collins.  That's  the  only  one  I  want  to  hear  about.  [Laugh- 
ter.] 

Mr.  Pena.  I  understand  that,  Congresswoman,  but  if  I  were  to 
look  at  the  other  Members  of  the  committee,  I'm  sure  there  are  oth- 
ers that  they  would  raise,  too. 

We  need  to  see  some  significant  progress  in  this  renegotiation  of 
the  bilateral,  and  that's  what  we're  trying  to  achieve.  Again,  in  my 
opening  testimony  I  talked  about  the  national  interest,  and  I  de- 
fined the  national  interest  very  broadly — not  only  what  was  good 
for  the  airlines  and  its  employees,  but  to  the  cities,  for  the  travel- 
ing public,  and  for  our  national  economy — and  that  is  my  upper- 
most goal  as  we  conduct  these  negotiations. 

We're  always  sensitive  to  the  concerns  of  cities.  As  a  former 
mayor,  I  know  how  important  the  international  service  is  to  De- 
troit. We  think  about  that  a  lot  and  try  to  reflect  that  in  our  judg- 
ments. But,  again,  without  speaking  directly  to  that  one  route,  let 
me  just  simply  say  we'd  like  to  see  some  more  significant  progress 
in  our  negotiations  with  the  British, 

Ms.  Collins.  Mr.  Secretary,  I  appreciate  your  dilemma.  I'm  just 
a  little  bit  frustrated  and  angry,  because  I  felt  that  I  put  forth 
some  strong  arguments  not  to  give  that  route  to  Delta — some 
strong  arguments — and  I've  been  proven  right  today.  In  the  mean- 
time, Detroit  is  being  held  hostage. 

Detroit  is  a  major  industrialized  city  in  this  country,  in  this 
world — a  major  industrialized  city — and  we  are  hampered  with 
only  five  direct  flights  to  London  because  the  Department,  before 
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you  were  made  Secretary,  accepted  arguments  from  a  carrier  that 
clearly  could  not  handle  that  trade  route,  and  now  we're  being  held 
hostage  for  greater  bilateral  renegotiation,  when  you  could  really 
accept  that  second  carrier  and  let  Detroit  get  on  about  its  business 
of  international  trade. 

Mr.  Pena.  Congresswoman,  you  may  sense  this,  that  you're  being 
held  hostage.  That  is  certainly  not  the  intent  of  the  Department  as 
we  shape  these  policies.  We  are  mindful  of  the  concerns  of  the  City 
of  Detroit.  I  have  been  to  Detroit.  I  understand  how  important  it 
is  to  your  international  commerce.  At  the  same  time,  I'm  also 
mindful  of  the  broader  national  interest.  We  need  to  find  a  way  to 
do  both,  and  that's  what  I'm  trying  to  do.  That's  what  I've  been  try- 
ing to  do  for  the  past  year  in  our  negotiations  with  the  British,  and 
as  I  shared  with  the  committee  earlier,  we  have  not  seen  very 
much  interest  on  the  part  of  our  negotiating  partner  to  move  in 
that  direction.  We  will  continue  to  try  to  do  both  of  those  things. 

Ms.  Collins.  Thank  you. 

Mr.  Oberstar.  Time  has  expired. 

Ms.  Collins.  Is  it  all  gone,  Mr.  Chairman? 

Mr.  Oberstar.  Yes.  The  gentlewoman  has  had  well  over  six  min- 
utes. 

Ms.  Collins.  Thank  you. 

Mr.  Oberstar.  Mr.  Collins,  the  gentleman  from  Georgia? 

Mr.  Collins.  Mr.  Secretary,  another  Collins,  but  from  the  other 
end  of  the  Nation.  I  aJways  enjoy  being  in  your  company.  I've  found 
some  very  interesting  and  have  had  some  very  interesting  con- 
versations with  you  in  the  past. 

I,  too,  have  a  particular  interest,  only  mine's  not  in  Detroit, 
mine's  down  in  Atlanta,  Georgia,  and  that  is  the  Atlanta  Inter- 
national Airport.  Later  this  year,  we'll  be  opening  the  largest  inter- 
national facility  in  the  United  States  there  in  Atlanta,  and  we  are 
anxiously  awaiting  your  international  aviation  policy.  I  was  a  little 
late  here  this  morning,  but  I  understand  that  it  may  endorse  a 
move  toward  multilateralism,  and  that  cannot  be  accomplished 
overnight.  We  understand  that. 

Given  this  fact,  though,  why  don't  we  conclude  agreements  with 
countries  seeking  open  skies  with  this  Nation,  regardless  of  the 
size  of  those  countries?  I  also  understand  that  the  Austrian  govern- 
ment just  asked  for  open  skies  during  recent  negotiations  with  the 
U.S.  Why  did  we  refuse  to  offer  open  skies  to  a  country  that  is  of- 
fering open  skies  to  us?  Don't  you  agree  that  opening  the  skies  be- 
tween the  U.S.  and  a  number  of  smaller  EC  nations  could  have  a 
persuasive  effect  on  Germany  and  France  and  the  UK? 

Mr.  Pena.  Congressman,  to  your  latter  question,  the  answer  is 
yes,  we  do  believe  that  there  could  be  some  persuasive  impact  if 
we  can  collect/assemble  groups  of  nations  who  are  wiUing  to  offer 
open  skies,  as  we  look  at  the  totality  of  their  market  compared  to 
our  market,  and  in  fact  we  are  doing  that.  We  are  having  conversa- 
tions with  a  number  of  nations  to  see  if  we  can  assemble  like-mind- 
ed nations  to  have  that  kind  of  relationship  with  us.  That  was  one 
of  the  four  strategies  which  I  announced  last  November  in  my 
statement  to  an  international  organization  about  the  new  policy  of 
this  administration.  So  we  agree  in  principle  with  your  suggestion. 
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Mr.  Collins.  Do  you  have  any  type  of  target  date  when  you  may 
be  able  to  accomplish  some  of  those  agreements  with  these  smaller 
nations? 

Mr.  Pena.  Not  a  firm  target  date,  Congressman,  but  we  are  hav- 
ing those  discussions.  We  have  had  some  in  the  past.  There  are 
still  some  others  ongoing.  It's  a  matter  of  determining  the  impact 
of  the  right  number  of  those  countries  and  how  they  relate  and  how 
they  balance  with  respect  to  our  market,  and  that's  the  issue  that 
we're  trying  to  evaluate. 

Mr.  Collins.  Could  we  not  suggest  that  you  set  a  target  date? 

Mr.  Pena.  Congressman,  that's  a  very  good  suggestion.  I  like  to 
set  target  dates  myself  in  trying  to  move  in  the  Department  of 
Transportation.  I  can  tell  you  that  we're  pursuing  that  as  quickly 
as  we  can.  As  you  know,  we  have  a  number  of  other  very  pressing 
international  bilaterals  that  we  are  involved  in  at  the  moment,  but 
we're  tr3dng  to  do  both  as  quickly  as  we  can. 

Mr.  Collins.  Well,  we  appreciate  that,  and  hopefully  something 
will  be  concluded  very  soon,  because  it  is  very  important,  as  I  say, 
to  the  City  of  Atlanta  and  the  State  of  Georgia,  but  to  other  cities 
across  the  country,  too.  Thank  you. 

Mr.  Oberstar.  Ms.  Danner. 

Ms.  Danner.  Thank  you,  Mr.  Chairman. 

It's  good  to  see  you  again,  Mr.  Secretary.  I've  seen  you  more  fre- 
quently recently  than  my  husband  [Laughter.] 

I  hope  to  change  that  this  weekend. 

My  colleague  mentioned  that  he  was  going  to  have  the  largest 
international  airport.  I  have  to  say  on  behalf  of  Kansas  City,  Mis- 
souri that  we  have  the  most  passenger-friendly  international  air- 
port. [Laughter.] 

In  your  comments,  you  mentioned  that  some  foreign  governments 
have  restricted  our  airline  operations  in  the  interest  of  protecting 
their  airlines  for  competition,  and  that  you  have  some  innovative 
ideas  with  regard  to  how  to  address  this  issue.  Are  you  prepared 
to  discuss  those  innovative  ideas,  or  must  we  keep  them  closely 
held  like  a  poker  hand  until  the  time  to  use  them? 

Mr.  Pena.  Congresswomsin,  I  think  I've  shared  some  of  those  this 
morning  already,  and  the  point  I  w£is  making  was  that  each  coun- 
try is  different,  each  bilateral  is  different,  and  our  market  share  is 
different  in  each  of  those  nations,  and  so  we  try  to  be  as  strategic 
as  possible  in  shaping  that  strategy. 

But,  for  example,  I  think  we've  had  extensive  discussion  this 
morning  on  the  various  options  that  we  have  available  for  us  as  re- 
spects movement  on  the  UK,  we've  discussed  the  German  agree- 
ment, we've  alluded  a  bit  to  our  relationship  with  Japan  and  some 
of  the  steps  that  we're  taking  there,  we've  talked  about  how  we 
think  that  with  additional  progress  being  made  with  other  Euro- 
pean nations,  that  France  might  be  feeling  a  bit  isolated  because 
of  its  current  lack  of  an  agreement  with  the  United  States,  and 
we've  talked  about  the  strategy  of  trying  to  assemble  comparable 
countries  which  might  have  some  relative  equal  market  share  to 
our  country  to  do  open-skies  agreements. 

Those  are  some  of  the  various  strategies  that  we're  using,  and  we 
will  continue  to  pursue  new  ideas  as  we  address  some  of  the  other 
markets  that  we're  trying  to  access,  in  particular  the  Asian  market. 
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Ms.  Banner.  Thank  you  very  much.  I  will  be  brief  so  that  my 
other  colleagues  may  have  an  opportunity  to  speak. 
May  I  yield  my  time,  Mr.  Chairman,  to  my  compatriot  next  to 


me? 

Mr.  Oberstar.  You  may  5deld  such  time  as  remains  of  your  five 
minutes. 

Ms.  Banner.  I  would  like  to  jdeld  the  balance  of  my  time. 

Mr.  BeFazio.  I  thank  the  gentlelady.  I'll  try  and  be  quick. 

Mr.  Secretary,  are  you  aware  of  Airbus  engaging  in  a  practice 
where  they  market  planes,  with  assurances  that  landing  slots  may 
be  made  available  to  purchasers  of  those  planes,  particularly  in  the 
Asian  market? 

Mr.  Pena.  Congressman,  I'm  advised  that  we  have  heard  of  those 
allegations,  but  do  not  have  direct  proof  as  such. 

Mr.  BeFazio.  Have  we  investigated? 

Mr.  Pena.  With  your  indulgence,  could  I  ask  Mr.  Murphy  to  ad- 
dress that  question? 

Mr.  BeFazio.  Sure. 

Mr.  Murphy.  Congressman,  most  of  our  issues  in  this  area  have 
to  do  with  subsidy  and  financing,  and  those  have  been  the  subject 
of  agreements.  But  in  terms  of  guarantees  of  the  sort  you  have 
mentioned,  we  have  no  evidence  of  that,  no,  sir.  We  have  not  con- 
ducted any  investigation,  either. 

Mr.  BeFazio.  Okay.  So  we've  heard  the  allegations,  and  we  don't 
think  they're  true,  but  we  haven't  investigated.  Okay. 

The  open  skies  that  is  envisioned,  Mr.  Secretary,  in  this  case,  I 
assume  this  basically  would  waive  all  cabotage  requirements  with- 
in our  domestic  market.  Is  that  correct? 

Mr.  Pena.  Not  necessarily,  Congressman.  It  depends  on  the  kind 
of  open-skies  regime  you're  discussing. 

Mr.  BeFazio.  Okay. 

Mr.  Pena.  That  is  one  variety  of  an  open-skies  regime,  yes. 

Mr.  BeFazio.  Right.  Well,  in  responding  to,  unfortunately,  the 
gentleman  from  the  other  side  of  the  aisle  and  his  question  about 
why  not  have  open  skies  with  Austria,  well,  Austria  has  a  popu- 
lation 6  percent  that  of  the  United  States.  I  can  envision  a  situa- 
tion where  we  enter  into  an  open-skies  agreement  if  we  waive  cabo- 
tage requirements  that  a  small  foreign-based  airline  suddenly  has 
access  to  the  largest  domestic  travel  market  in  the  world,  and  what 
did  we  get  in  return?  Nothing. 

Mr.  Pena.  I  agree  with  you,  Congressman. 

Mr.  BeFazio.  Okay.  So  we  are  not  envisioning  that  sort  of  an 
open-skies  process. 

Mr.  Pena.  That's  correct. 

Mr.  BeFazio.  Okay.  One  last  quick  point.  I  want  to  thank  the 
Secretary  for  his  activism  in  a  certain  area.  I  have  an  extraor- 
dinary concern  about  the  spraying  of  pesticides  on  U.S.  passengers. 
I  congratulate  you  for  taking  on  this  issue.  I  would  suggest  that  we 
may  need  to  go  further  than  the  notification  on  the  tickets  and  deal 
with  this,  as  Mr.  Lipinski  and  others  have  talked  about,  as  an 
issue  of  reciprocity— that  is,  if  they  want  to  spray  our  passengers 
landing  our  country,  we're  going  to  figure  out  something  to  do  to 
their  passengers  and/or,  if  that  isn't  adequate,  begin  to  actually 
deal  with  just  some  tougher  assertions. 
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This  is  a  serious  health  problem.  When  you  spray  something  on 
people  that  says  it's  not  to  have  contact  with  the  skin,  it's  not  to 
be  inhaled,  it's  not  to  get  in  your  eyes,  it's  not  to  get  in  your  food, 
it's  very  serious. 

Mr.  Pena.  Congressman,  I  agree  with  you.  It  is  a  serious  health 
problem,  particularly  for  young  adults  and  frail  and  elderly  citizens 
who  have  respiratory  problems,  people  who  have  allergies,  and  if 
you  are  embarking  on  a  vacation,  a  great  way  to  ruin  your  vacation 
is  to  step  off  that  plane  unable  to  breathe.  Because  of  that,  we  have 
sent  letters  to  all  of  the  affected  nations  asking  thern  to  indicate 
to  us  whether  or  not  they're  going  to  review  those  policies.  I  think 
seven  have  already  responded  in  one  fashion,  two  are  in  the  proc- 
ess of  responding  formally. 

Once  we  have  all  those  responses,  we  are  hopeful  we  can  make 
some  significant  progress  here,  because  it  is  a  serious  problem,  and 
if  we're  not  able  to  resolve  it  in  the  manner  in  which  we  are  ad- 
dressing this  at  the  current  moment,  obviously,  we  would  be  will- 
ing to  contemplate  other  ways  of  trying  to  correct  the  problem. 

Mr.  DeFazio.  I  thank  the  Secretary. 

I  thank  the  Chairman,  and  I  thank  the  gentlelady  for  yielding 
her  time. 

Mr.  Oberstar.  We  still  have  time  before  we  really  have  to  run 
over  to  the  floor  to  vote.  The  Chair  recognizes  Ms.  Shepherd. 

Ms.  Shepherd.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
coming,  Mr.  Pena.  It's  a  pleasure  to  have  you  here.  As  you  know, 
we  have  a  Delta  hub  in  Utah,  and  we're  proud  to  have  that,  and 
it  contributes  a  lot  to  the  economy  of  the  State  as  well  as  to  my 
district.  I  know  you  know  about  the  code  sharing  and  blocked  shar- 
ing space  arrangement  that  Delta  is  trying  to  negotiate  now  with 
Virgin  Atlantic  Airlines,  and  I  wondered  if  you'd  comment  on  them 
and  how  they  fit  into  the  bilateral  agreement. 

Mr.  Pena.  Congresswoman,  unfortunately,  that  request  is  before 
us  in  a  regulatory  fashion,  so  I  can't  comment  a  lot  about  it.  Let 
me  generally  say  that  the  request  before  us  would  require  that  we 
reopen  the  bilateral  agreement  and  renegotiate  new  rights,  and  the 
overall  question  before  us  is  whether  that  is  simply  a  modest  ad- 
justment to  the  current  bilateral,  contrasted  to  what  we  have  been 
trying  to  secure  for  the  past  15  months,  which  is  a  much  more  dra- 
matic, bold  revision  of  the  bilateral.  Beyond  that,  I  will  not  be  able 
to  comment  on  it. 

Ms.  Shepherd.  Let  me  just  follow  up  by  asking  whether  or  not 
you  can  imagine  some  way — I  don't  know  the  specific  nature  of  the 
request,  but  it  seems  to  me  that  this  is  a  common-sense  way  to 
build  a  bridge  in  between  the  time  when  we're  able  to  do  a  very 
great  modification  to  the  bilateral  and  take  care  of  some  of  the  im- 
mediate needs,  and  I'm  just  wondering  if,  in  general,  you  support 
the  notion  that  we  should  build  a  few  of  these  little  bridges  while 
we're  waiting  for  the  very  big  bridge  to  be  built,  or  if  you  see  it  as 
impossible,  or  is  it  good  strategy,  bad  strategy?  How  does  it  fit  with 
your  thinking? 

Mr.  Pena.  Again,  without  addressing  this  particular  case,  be- 
cause I  cannot,  let  me  simply  say  generally  that  we  are  open  to  dis- 
cussing a  stepladder  approach  to  getting  at  a  fully  liberalized  re- 
gime, and  we  have  proposed  such  stepladder  approaches  in  the 
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past,  but  they  have  not  been  accepted  by  the  United  Kingdom.  So 
that  concept  of  a  gradual  opening  of  the  agreement  is  one  that  we 
are  willing  to  discuss. 

Ms.  Shepherd.  All  right.  Thank  you  very  much. 

Mr.  Oberstar.  We  have  only  a  few  minutes  remaining  before  the 
vote  closes  in  the  House  chamber,  and  I  know  the  Secretary  has 
a  time  frame  to  meet,  but  I  want  to  ask  you,  Mr.  Secretary,  to  un- 
dertake an  evaluation  in  the  Department  of  the  economic  benefits 
to  our  carriers  and  foreign  carriers  of  code  sharing.  I  don't  think 
that  we  can  continue  to  deal  with  this  issue  of  code  sharing  as  it 
has  been  moving  in  the  last  two  or  three  years  without  having  a 
full  understanding  of  what  those  economic  benefits  are.  We  need  to 
know  how  they  impact  foreign  carriers,  how  they  impact  U.S.  car- 
riers. 

I  think  we  need  to  understand  what  are  the  benefits  of  blocked 
space  joint  service  on  single  aircraft  proposals  and  whether  such 
service  really  is  competitive.  I  don't  understand  and  I  haven't  seen 
any  economic  data,  I  haven't  seen  enough  of  competitive  fare 
showings  that  two  carriers  who  use  the  same  aircraft  can  offer  sig- 
nificantly different  fares  as  to  claim  that  this  is  a  competitive  serv- 
ice. 

I  don't  expect  you  to  answer  that  right  now.  In  fact,  we  don't 
have  time  for  you  to  answer  that  right  now. 

I  also  have  a  very  grave  concern  about  the  direction  in  which  re- 
cent negotiations  have  moved  in  allowing  carriers  to  be  in  the 
room,  carrier  representatives  to  be  in  the  room  with  our  nego- 
tiators. If  that  policy  continues,  then  you  have  to  consider  letting 
the  cities  participate,  the  representatives  of  passenger  groups  par- 
ticipate, and  the  airports  to  be  in  the  room  and  the  airport  execu- 
tive association  to  be  in  the  room.  Where  does  it  stop?  Who  gets 
in,  who  stays  out? 

If  that's  the  direction  in  which  policy  is  going  to  move,  then  I 
suggest  that  rather  than  allow  all  the  crowd  in  the  room — ^because 
then  the  real  negotiation  will  take  place  someplace  else.  Now,  we 
went  that  way  here  in  the  Congress.  Twenty-two  years  ago,  there 
were  no  open  markup  sessions.  Then  we  had  reform,  and  then  the 
markup  sessions  were  open,  and  the  real  deals  were  cut  someplace 
else,  although  not  always.  [Laughter.] 

Not  in  this  subcommittee.  We  come  in  here  with  blood  on  our 
shirts,  then  we  sit  down  and  negotiate. 

It's  just  not  good  policy,  and  I  was  going  to  ask  you,  but  it's  a 
rhetorical  question,  so  I'll  state  it,  I  think  the  most  dynamic  sector 
in  international  aviation  trade  is  cargo.  It  has  grown  the  fastest, 
it  has  shown  the  greatest  volatility  for  economic  growth.  We  enun- 
ciated a  policy  in  1987  that  cargo  and  passenger  rights  should  be 
negotiated  separately,  that  one  should  not  be  traded  off  for  the 
other,  and  at  the  time  the  concern  was  trading  off  of  cargo  rights 
for  passenger  rights. 

Cargo  has  grown  at  an  extraordinary  pace  over  the  last  five 
years,  faster  than  passenger  carriage,  and  I  think  it  continues  to 
offer,  with  just-in-time  delivery  concept  in  the  industrial  sector,  the 
greatest  opportunity  for  U.S.  growth.  In  1975,  we  were  carrying 
two  tons  of  cargo  for  every  three  of  foreign  carriers.  By  1984,  we 
were  carrying  two  tons  for  every  ten  tons  carried  by  foreign  opera- 


42 

tors.  From  that  low  point,  we've  gone  back  up  again,  and  now  we 
have  dominance  in  U.S.  trade.  And  even  with  Japan,  which  has  a 
balance  of  pa3rments  surplus,  at  least  our  carriers  are  carrying  to 
the  U.S.  the  goods  that  they're  selling  to  us.  We  ought  to  have  at 
least  that  part  of  the  market. 

So  I  want  you  to  give  some  very  careful  and  thoughtful  consider- 
ation for  our  cargo  carriers  to  offer  integrated  transportation  serv- 
ices, to  fly  where  they  choose,  to  handle  and  process  cargo  by  them- 
selves, as  the  U.S.  gives  to  foreign  carriers  in  the  United  States, 
ability  to  move  specialized  handling  equipment  in  and  out  of  par- 
ticular markets,  and  the  need  for  foreign  governments  to  offer 
prompt  inspection  of  our  cargo  operators  at  those  critical  hours  in 
the  morning  instead  of  making  them  wait,  as  the  Japanese  have 
done  for  years,  and  other  countries  have  done  the  same. 

End  of  homily.  Thank  you  very  much  for  your  presentation  this 
morning 

Mr.  Pena.  Mr.  Chairman,  if  I  could,  before  we  adjourn,  respond 
to  those  three  issues  very  quickly  so  that  you  will  know  our  posi- 
tion, first  of  all,  on  the  cargo,  we  agree  with  you  fully,  and  that  is 
why  even  very  recently,  last  week,  in  our  negotiations  with  Mexico, 
we  put  the  air  cargo  issue  on  the  table,  in  our  negotiations  with 
Germany,  we  got  the  open-skies  agreement  for  cargo,  and,  of 
course,  our  negotiations  with  the  EC  in  trying  to  move  the  cargo 
issue.  So  I  spend  a  lot  of  time  with  the  cargo  people  trying  to  give 
some  balance  to  their  concerns. 

As  respects  negotiating  teams,  we  have  started  to  experiment 
with  bringing  in  cities  and  others  to  the  negotiating  sessions,  be- 
cause there  was  concern  that  the  previous  four  representatives 
were  not  adequate  to  represent  all  those  parties.  We've  opened  up 
that  door,  we're  experimenting  with  it,  we're  going  to  see  how  that 
goes.  We're  trying  to  open  up  this  process. 

Lastly,  on  the  economic  analysis  of  code  sharing,  we  started  that 
some  time  ago.  We  have  brought  on  a  consultant  to  help  us  finish 
that  work.  We  agree  with  you  100  percent  that  the  economic  analy- 
sis of  code  sharing  has  to  be  much  more  scientific  than  it  has  been 
in  years  past,  and  we  are  committed  to  doing  that. 

Mr.  Oberstar.  Thank  you.  Thank  you  very  much  for  your  pres- 
entation this  morning.  I  just  want  to  observe  what  we  have  dis- 
cussed today  have  been  the  elements  of  policy,  not  policy.  What 
we've  discussed  have  been  strategies  and  movements  toward,  but 
not  a  comprehensive  overall  policy.  That  is  yet  to  come  in  the  anal- 
ysis that  you  are  undertaking,  but  I  think  you  heard  from  both 
sides  of  the  aisle  elements  of  policy,  and  we  need  to  continue  the 
dialogue  as  we  move  toward  that  objective. 

Thank  you. 

[Subsequent  to  the  hearing  the  following  was  received:] 
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[NOTE:   The  following  four  questions  were  posed  by  Mr.  dinger  in 
the  context  of  the  4/27  hearing.   The  responses  were  prepared  by 
the  "X"  Office. 


Mr.  CLINGER.   The  National  Conunission  to  Ensure  a  Strong 
Competitive  Airline  Industry  recommended  liberalization  of  the 
rules  on  foreign  investment.   The  Administration's  response  to  the 
Commission  endorsed  that  recommendation.   Is  DOT  planning  to  send 
up  legislation  to  implement  that  recommendation?   If  so,  when? 

[The  information  follows:] 

We  are  continuing  to  work  on  the  issue  of  liberalized 
foreign  investment  in  coordination  with  the  State  Department.  The 
issue  remains  under  consideration,  but  I  can  reaffirm  the 
Administration's  support  in  principle  for  liberalized  foreign 
investment  in  our  carriers  in  appropriate  circumstances. 
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Mr.  CLINGER.   My  bill,  H.R.  926,  would  raise  the  limit  on 
foreign  investment  from  25%  to  49%  but  give  the  DOT  Secretary 
authority  to  reject  investments  at  these  higher  levels  where  the 
public  interest  so  requires.   The  bill  set  forth  several  public 
interest  factors,  such  as  reciprocity,  degree  of  foreign  control, 
and  a  liberal  bilateral,  that  the  Secretary  would  consider  in 
making  this  public  interest  determination.   What  are  your  views  on 
this  approach  generally  and  on  H.R.  926  in  particular? 

[The  information  follows:] 

As  noted  in  my  answer  to  the  previous  question,  some  aspects 
of  the  Administrations  foreign  investment  proposal  are  still  under 
consideration.   We  are  examining  H.R.  926  and  may  wish  to  offer 
suggestions  on  particular  aspects  of  the  bill,  including  those 
provisions  relating  to  the  Department's  procedures.   On  the  whole, 
however,  the  bill's  purpose  is  consistent  with  the  spirit  of  the 
Administration's  policy  on  the  issue. 
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Mr.  CLINGER:   Everyone  in  this  country  seems  to  favor  more 
open  and  liberal  aviation  bi laterals.   If  there  were  increased 
trans-border  investment  in  airlines,  wouldn't  that  tend  to  blur 
the  nationality  of  airlines  and  give  governments  less  incentive  to 
retain  restrictive  bilaterals  in  order  to  protect  individual 
"national"  carriers? 

[The  information  follows:] 

The  Administration  has  endorsed  the  National  Commission's 
recommendation  to  liberalize  foreign  investment  rules.   I  agree 
that  a  more  ope.i  airline  investment  climate  worldwide  will 
ultimately  blur  national  carrier  identities.   When  protected 
carriers  find  that  their  interests  are  harmed  by  bilateral 
barriers,  the  barriers  will  fall  and  a  truly  global  aviation 
market  will  emerge.   However,  it  is  unlikely  that  the 
transformation  will  occur  at  the  same  pace  in  all  areas  of  the 
world  or  even  in  all  countries  in  a  given  area.   Also,  if  flag 
carriers  of  restrictive  countries  buy  into  carriers  that  have 
earned  liberal  access  to  the  U.S.  market,  that  would  have  the 
potential  to  allow  unreciprocated,  "back-door"  access  to  our 
market . 

Consequently,  as  we  move  from  strictly  national  carriers  to  global 
airlines,  we  must  recognize  that  trans-border  investment,  as  well 
as  traditional  route  rights,  can  provide  market  access.  Therefore, 
we  must  ensure  that  investment  liberalization  is  coupled  with  the 
removal  of  bilateral  barriers  in  order  that  all  interested 
airlines,  and  not  just  the  members  of  the  investment  alliance,  can 
hope  to  benefit  from  enhanced  market  opportunities. 
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Mr.  CLINGER:   The  FY  94  Appropriations  Act  prohibited  DOT 
from  taking  away  slots  from  U.S.  airlines  at  Chicago  O'Hare  in 
order  to  accommodate  new  international  air  service.   Our 
three-year  AIP  reauthorization,  now  pending  in  the  Senate,  would 
require  a  study  of  this  prohibition.   Since  that  study  won't  be 
required  for  awhile  yet,  can  you  tell  us  what  effect,  if  any,  this 
prohibition  on  slot  take-aways  has  had  on  our  international 
aviation  negotiations? 

[The  information  follows:] 

For  the  Summer  1994  season  the  FAA  was  able  to  accommodate 
all  timely-filed  foreign  air  carrier  requests  for  slots  at 
Chicago's  O'Hare  International  Airport.   We  have  not  yet  received 
slot  requests  for  the  Winter  1994  season,  however,  and  therefore 
it  is  too  early  to  determine  whether  the  FAA  will  be  able  to 
accommodate  all  requests.   Nevertheless,  some  of  our  aviation 
partners  have  expressed  concerns  about  their  airlines'  access  to 
O'Hare.   If  existing  foreign  carrier  rights  cannot  be  exercised 
because  of  slot  constraints,  we  expect  the  issue  to  be  raised  in 
the  negotiating  context.   In  the  meantime,  DOT  and  the  FAA  are 
deeply  involved  in  a  study  of  slot  allocation  at  all 
high-density-rule  airports. 
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Mr.  Oberstar.  The  subcommittee  will  stand  in  brief  recess. 

[Recess.] 

Mr.  Oberstar.  The  committee  will  be  in  order. 

Our  next  panel  consists  of  Mr.  Edward  Faberman,  Vice  Presi- 
dent, Government  Affairs,  for  American  Airlines;  Mr.  Scott  Yohe, 
Vice  President,  Government  Affairs,  for  Delta  Airlines;  Mr.  Elliott 
Seiden,  Vice  President,  Law  and  Government  Affairs,  for  North- 
west Airlines;  and  Mr.  Cjnril  Murphy,  Vice  President,  International 
Affairs,  for  United  Airlines. 

Mr.  Yohe  is  not  here.  Well,  Delta  will  be 

Mr.  Seiden.  I  have  his  proxy,  Mr.  Chairman.  [Laughter.] 

Mr.  Oberstar.  He'll  regret  it. 

Well,  we  had  a  very  interesting  presentation  from  the  Secretary, 
with  some  insights  into  the  elements  of  emerging  policy.  We  now 
turn,  as  we  always  do  in  these  matters  of  international  aviation 
trade,  to  carriers,  but  first  I'd  like  to  welcome  Mr.  dinger. 

Would  the  gentleman  like  to  make  some  opening  observations? 

Mr.  Clinger.  No,  thank  you,  Mr.  Chairman.  I'd  like  to  proceed 
right  to  the  panel. 

Mr.  Oberstar.  Thank  you. 

We'll  begin  with  Mr.  Faberman, 

TESTIMONY  OF  EDWARD  P.  FABERMAN,  VICE  PRESIDENT, 
GOVERNMENT  AFFAIRS,  AMERICAN  AIRLINES,  INC.;  D. 
SCOTT  YOHE,  VICE  PRESIDENT,  GOVERNMENT  AFFAIRS, 
DELTA  AIRLINES,  INC.;  ELLIOTT  M.  SEIDEN,  VICE  PRESI- 
DENT, LAW  AND  GOVERNMENT  AFFAIRS,  NORTHWEST  AIR- 
LINES, INC.;  AND  CYRIL  D.  MURPHY,  VICE  PRESIDENT, 
INTERNATIONAL  AFFAIRS,  UNITED  AIRLINES 

Mr.  Faberman.  Mr.  Chairman,  Congressman  Clinger,  we  are 
genuinely  grateful  to  you  for  scheduling  this  hearing  and  allowing 
us  to  participate.  The  United  States  Government  is  involved  in  de- 
cisions that  are  of  immense  long-term  importance  to  the  future  of 
aviation.  We  can  either  continue  a  steady  drift  into  a  world  in 
which  foreign  carriers  are  given  an  enormous  advantage  in  the 
international  marketplace  and  gradually  acquire  control  over  the 
major  U.S.  carriers,  or  we  can  stop  giving  away  both  our  markets 
and  our  industry  and  take  the  steps  necessary  to  allow  U.S.  car- 
riers to  succeed  in  the  international  arena. 

American  does  not  object  to  foreign  ownership  or  foreign  carrier 
entry  into  U.S.  markets.  We  do  object,  however,  if  these  things  are 
allowed  without  equal  opportunity  for  U.S.  carriers,  and  that  is 
precisely  what  is  happening  today.  Our  ability  to  compete  in  the 
important  international  marketplace  has  been  thwarted  by  a  series 
of  bilateral  agreements  and  Government  decisions  that  are  stran- 
gling our  economic  future. 

Secretary  Pefia  recognized  the  failings  of  our  bilateral  system  by 
outlining  a  new  direction  for  international  policy  in  his  November 
1993  LATA  speech,  when  he  stated  that  today's  bilateral  system  "is 
the  source  of  the  most  serious  constraints  on  airline  opportunity 
and  consumer  choice  worldwide,  mainly  because  governments  so 
often  demand  protection  in  bilaterals  for  their  domestic  carriers  at 
the  expense  of  their  own  air  travelers,  businesses,  and  economies." 
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He  assured  us  that  we  plan  to  move  forward,  not  backward.  Unfor- 
tunately, we  are  still  waiting  for  those  forward  steps. 

Mr.  Chairman,  there  seems  to  be  a  disconnect  between  the  Sec- 
retary's vision  and  the  actions  of  our  negotiators.  There  is  no  great- 
er barrier  to  a  level  pla3dng  field  for  U.S.  carriers  than  the  U.S.- 
UK  bilateral.  It  was  one-sided  when  signed  in  1978  and  was  made 
even  more  one-sided  by  the  1991  amendment.  Under  this  agree- 
ment, UK  airlines  can  code  share  virtually  to  any  city  in  the  Unit- 
ed States  from  each  of  their  U.S.  gateways,  but  U.S.  carriers  are 
limited  to  a  handful  of  code-share  frequencies  out  of  London.  UK 
carriers  have  substantial  rights  to  operate  passenger  service  be- 
yond the  U.S.  to  Central  South  America,  the  Far  East,  and  Aus- 
tralia. They  can  serve  points  from  the  U.S.  that  many  U.S.  carriers 
can't  serve,  but  U.S.  carriers  can  only  serve  approximately  six 
cities  beyond  London. 

The  advantage  Bermuda  II  creates  for  British  Airways  was  em- 
phasized last  week  when  Colin  Marshall,  flaunting  BA's  advantage 
under  this  bilateral,  made  the  startling  announcement  that  he  was 
going  to  use  his  Bermuda  II  authority  to  create  a  hub  in  Miami. 
Does  anyone  here  believe  that  a  U.S.  carrier  can  hub  in  London? 

Mr.  Chairman,  there  are  only  two  ways  to  change  a  bilateral:  ne- 
gotiation or  renunciation.  No  one  should  be  surprised  that  after 
over  one  year  of  attempting  to  get  the  British  to  level  the  playing 
field,  our  negotiators  have  come  up  empty-handed.  The  British 
have  neither  interest  nor  incentive  to  change  such  a  bilateral.  Look 
at  the  economic  benefits.  In  the  year  ending  March  31,  1993,  Brit- 
ish Airways  generated  43  percent  of  its  operating  profit  from  its  be- 
yond-London  markets.  They  won't  negotiate  until  they  want  more. 
In  the  interim,  they  continue  to  tap  the  vast  U.S.  market. 

Since  negotiation  has  failed,  it's  time  for  the  United  States  Grov- 
ernment  to  renounce.  For  those  who  are  nervous  about  the  impact 
of  such  a  decision,  we  need  to  review  a  little  history.  Renouncing 
bilaterals  is  neither  unusual  nor  recipe  for  disaster.  The  French 
government  did  it,  and  the  British  renounced  Bermuda  I.  Our  trad- 
ing partners  don't  have  qualms  about  demanding  changes  when  it 
suits  their  purposes.  Why  should  we?  Since  we  cannot  change  the 
restrictive  provisions  of  Bermuda  II  until  one  year  after  renunci- 
ation, the  time  to  renounce  is  now. 

Mr.  Chairman,  I  want  to  briefly  touch  on  one  other  subject.  In 
your  International  Aviation  Club  speech  last  week,  you  called  for 
a  better  analysis  of  the  economic  value  of  code  sharing.  We  com- 
pletely share  those  views.  Unfortunately,  while  we  await  the  out- 
come of  economic  analyses,  DOT  continues  to  sign  bad  deals.  In 
September  of  last  year,  DOT  entered  into  a  bilateral  with  the  Ger- 
man government  that  turned  a  liberal  agreement  into  a  restrictive 
one.  The  agreement  was  signed  with  no  analysis  and  little  con- 
sultation with  U.S.  carriers.  Our  negotiators  seem  determined  to 
help  Lufthansa,  another  one  of  those  European  carriers  with  state 
subsidies. 

I  note  that  in  December  of  last  year,  we  asked  DOT  to  change 
reporting  requirements  to  allow  all  of  us  to  better  analyze  code 
sharing.  They  have  never  responded  to  our  request. 

To  prevent  even  more  of  these  one-sided  deals,  our  Government 
should  act  immediately  to  enhance  the  negotiation  leverage  of  the 
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United  States.  We  should  take  advantage  of  the  fact  that  the  Unit- 
ed States  comprises  50  percent  of  the  world's  aviation  market.  We 
should  ensure  that  our  negotiators  have  access  to  thorough  cost- 
benefit  analysis  before  and  during  every  bilateral  negotiation  ses- 
sion. We  discuss  each  of  these  points  more  fully  in  our  written 
statement. 

While  many  foreign-based  airlines  are  first-rate  companies  which 
have  every  right  to  compete  for  world  leadership,  there's  no  reason 
why  U.S.  airlines  and  their  employees  and  shareholders  should  be 
penalized  because  we  are  based  in  the  world's  largest  and  most  im- 
portant aviation  marketplace.  We  believe  we  can  win  in  the  inter- 
national arena  if  given  the  opportunity. 

Again,  we  appreciate  the  opportunity  to  appear  before  you  today, 
and  we'll  be  happy  to  respond  to  any  of  your  questions. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Faberman.  I  appre- 
ciate your  observations,  and  your  complete  statement,  of  course, 
will  appear  in  the  record  in  full. 

Mr.  Yohe. 

Mr.  Yohe.  Thank  you,  Mr.  Chairman.  I,  too,  ask  that  my  com- 
plete statement  be  made  a  part  of  the  record. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record.  Parenthetically,  the  Chair  will  observe  you 
should  take  your  proxy  back  from  your  colleague  here.  [Laughter.] 

While  you  were  out  of  the  room,  they  all  held  your  proxy. 

Mr.  Yohe.  It  would  be  interesting  to  see  how  they'd  exercise  it. 
[Laughter.] 

Mr.  Chairman,  Members  of  the  subcommittee,  I  appreciate  the 
opportunity  to  appear  on  behalf  of  Delta  Air  Lines  and  provide  our 
views  regarding  international  aviation  policy. 

Let  me  add,  Mr.  Chairman,  my  commendation  to  you  for  holding 
these  hearings  and  giving  us  an  opportunity  to  discuss  and  debate 
fiilly  issues  which  are  fundamentally  a  part  of  the  Administration's 
development  of  their  new  policy.  We  think  these  hearings  certainly 
provide  sharper  focus  on  the  problems  that  we  confront  in  compet- 
ing in  the  international  arena. 

Unfortunately,  we've  seen,  as  you're  very  much  aware,  a  sharp 
rise  in  protectionist  government  policies  abroad  and  a  correspond- 
ing increase  in  Government  regulation  of  our  services.  As  you  well 
know,  these  policies  affect  more  than  us.  Limits  on  competition  ad- 
versely affect  consumers  by  restricting  choice  and  keeping  prices 
high.  . 

We  recognize  that  our  ability  to  grow  and  prosper  m  the  inter- 
national marketplace  is  greatly  influenced  by  Government  policies. 
It's  essential,  therefore,  that  U.S.  aviation  policies  be  consistent,  co- 
herent, and  applied  in  an  evenhanded  manner.  Recently,  this  has 
oftentimes  not  been  the  case. 

It's  time  for  aviation  to  take  a  more  prominent  position  in  our 
overall  trade  policy.  We  talk  about  aviation  being  critically  impor- 
tant to  the  economy,  and  as  your  statistics  show,  Mr.  Chairman, 
we  certainly  are  very  important,  but  we've  not  yet  had  a  con- 
centrated focus  of  Government  policy.  We  need  an  overarching  set 
of  principles,  a  comprehensive  framework,  one  that  recognizes  avia- 
tion's economic,  trade,  and  commercial  importance. 
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Secretary  Pefia  articulated  last  November  in  his  lATA  speech 
four  basic  strategies  for  moving  our  international  aviation  policy 
forward.  While  these  strategies  form  a  conceptual  framework,  the 
specific  goals  and  specific  strategies  are  still  undeveloped.  In  the 
meantime,  let  me  share  with  you  our  thoughts  regarding  both  the 
elements  of  a  new  policy  and  detailed  strategies  which  should  be 
pursued  to  achieve  our  goals. 

The  U.S.  Government's  ultimate  goal  should  be  complete  liberal- 
ization to  permit  unrestricted  movement  of  air  transport  goods  and 
services.  Liberalization  means  different  things  to  different  coun- 
tries and,  obviously,  in  some  cases,  to  different  carriers.  Even  when 
we  agree  on  the  ends,  there's  conflict  over  the  means.  What  we 
need  and  what  our  Government  needs  is  to  articulate  a  clear  set 
of  guidelines  advancing  our  goals. 

Delta  suggests  there  are  at  least  six  critical  goals  for  aviation 
policy.  First,  reciprocity  and  equivalency  of  rights  and  benefits  are 
fundamental  principles  against  which  all  international  agreements 
must  be  judged.  Number  two,  we  should  seek  market-oriented 
agreements  that  minimize  Grovemment  regulation  and  broaden 
market  access.  Number  three,  our  international  agreements  must 
support  U.S.  jobs,  U.S.  competitiveness,  and  U.S.  economic  growth. 
Four,  we  must  vigorously  defend  the  existing  rights  of  U.S.  car- 
riers. Number  five,  we  must  be  insistent  in  dealing  with  all  our 
trading  partners.  We  must  not  send  mixed  signals.  Finally,  the 
U.S.  must  pursue  multilateral  agreements.  The  Administration  is 
to  be  commended  for  initial  efforts  in  seeking  to  find  common  nego- 
tiating ground  with  the  European  Union  on  cargo;  however,  we  be- 
lieve there  are  other  steps  that  can  and  should  be  taken  to  hasten 
the  arrival  of  a  multilateral  framework. 

Mr.  Chairman,  the  U.S.  will  not  be  able  to  achieve  its  objectives 
unless  our  goals  are  coupled  with  sound  strategies.  We  believe 
there  are  five  specific  strategies  that  should  be  pursued  to  attain 
our  goals. 

First,  as  we  pursue  multilateral  agreements,  we  should  also  seek 
to  conclude  liberal  open-skies  bilateral  agreements,  wherever  pos- 
sible, with  like-minded  partners,  regardless  of  the  size  of  the  coun- 
try. Including  liberal  bilateral  or  multilateral  agreements  with 
smaller  countries  advances  our  broader  aviation  trade  objectives. 
Such  a  strategy  blunts  protectionism  and  creates  strong  incentives 
for  other  governments  to  follow  suit. 

Second,  we  should  avoid  agreements  that  contain  new  restric- 
tions on  U.S.  carriers  or  perpetuate  old  ones.  If  an  agreement  does 
not  secure  more  access  for  all  carriers  and  advance  the  objective  of 
open  skies,  the  U.S.  must  be  prepared  to  walk  away. 

As  you  know,  Mr.  Chairman,  Delta  has  been  a  very  vocal  critic 
of  the  agreement  concluded  last  September  with  Germany.  It  was 
very  unwise,  in  our  view,  for  the  U.S.  Government  to  grant  foreign 
carriers  substantial  access  to  the  internal  U.S.  market  without  de- 
manding and  receiving  reciprocal  rights  and  opportunities  for  U.S. 
carriers.  Not  only  did  the  German  agreement  violate  this  fun- 
damental principle,  it  also  turned  one  of  the  most  liberal  agree- 
ments into  one  of  the  most  restrictive  in  Europe. 

Third,  with  the  largest  aviation  market  in  the  world,  the  U.S. 
must  use  the  attractiveness  in  size  of  its  market  as  leverage  to 
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open  markets  around  the  world.  In  the  past,  the  U.S.  has  been  re- 
luctant to  use  its  size  as  negotiating  leverage. 

Fourth,  the  U.S.  must  define  and  articulate  a  consistent  policy 
on  code  sharing.  This  subject,  more  than  any  other,  has  become  a 
source  of  divisiveness  and  confusion.  While  some  believe  it  is  decep- 
tive and  unfair,  others  see  it  as  an  efficient  progression  in  the  mar- 
ket where  carriers  are  seeking  new,  innovative,  and  cost-effective 
ways  to  market  their  international  services. 

Delta  has  more  international  code-sharing  agreements  than  any 
other  U.S.  carrier,  and  we  are,  therefore,  a  proponent  of  code  shar- 
ing. However,  we  believe  that  code-sharing  agreements  must  be 
evaluated  properly  as  part  of  our  overall  trade  relationship  with  in- 
dividual countries.  We  believe  that  there  are  two  distinct  types  of 
code-sharing  arrangements  and  that  each  has  a  fundamentally  dif- 
ferent impact  on  competition  and  must,  therefore,  be  evaluated  dif- 
ferently. One  type  involves  limited  international  city  pairs  and  uti- 
lizes existing  route  authorities  or  limited  new  route  authorities. 
The  other  is  designed  to  provide  a  foreign  carrier  with  broad  access 
to  the  U.S.  market  to  feed  its  U.S.  gateways. 

Gateway-to-gateway  code  sharing  often  involves  blocked  space 
agreements  that  permit  carriers  to  share  costs  by  providing  joint 
service  on  one  aircraft  rather  than  operating  separate  services  with 
two  aircraft.  This  type  of  arrangement  allows  for  greater  efficiency 
for  the  two  carriers  involved  in  the  limited  city  pair  markets.  Delta 
has  concluded  code-  share/blocked-space  agreements  that  provide 
gateway-to-gateway  services  with  Sabena,  Swissair,  Varig,  and 
Malev.  We  have  applications  pending  for  similar  arrangements 
with  Austrian  Airlines  and  Virgin  Atlantic. 

The  type  of  blocked  space  arrangement  that  Delta  has  concluded 
with  its  code-share  partners  has  been  extremely  successful  for 
Delta  and  highly  beneficial  for  consumers.  Because  Delta  purchases 
and  sells  seats  independently  of  its  partner,  consumers  are  given 
new  price  and  service  offerings  that  otherwise  would  not  be  avail- 
able. 

We  believe  a  far  different  analysis,  however,  applies  to  broad 
code-sharing  agreements  that  give  foreign  carriers  substantial  ac- 
cess to  the  U.S.  market  without  reciprocal  rights  for  all  U.S.  car- 
riers. We  believe  code-sharing  agreements  providing  significant  ac- 
cess to  the  internal  U.S.  market  behind  a  foreign  carrier's  gateway 
to  feed  its  international  operation  is  a  valuable  commercial  right 
with  significant  competitive  and  policy  implications.  In  these  situa- 
tions, U.S.  carriers  competing  with  the  alliances  are  unable  to 
match  the  single-carrier  authority  of  the  code-share  partners. 

Mr.  Chairman,  we  believe  strongly  that  broad  access  code  shar- 
ing must  be  negotiated  like  other  bilateral  rights.  If  non-U. S.  car- 
riers seek  to  establish  this  type  of  alliance  with  a  U.S.  partner, 
their  governments  must  be  willing  to  provide  equivalent  treatment 
for  U.S.  carriers  so  that  they  can  compete  on  an  equal  footing  ei- 
ther through  direct  access  or  third  country  code  sharing.  A  new 
agreement  must  also  enhance  the  overall  competitiveness  of  the  in- 
dustry, and  it  must  advance  the  goal  of  open  skies.  We  believe  that 
these  benefits  must  be  secured,  or  the  code-sharing  alliance  should 
be  rejected  as  contrary  to  sound  aviation  policy  and  public  interest. 
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A  final  component  of  our  strategy  should  be  the  modification  of 
our  policies  and  laws  on  foreign  investment.  This  issue  must  be 
linked  to  the  other  elements  of  our  policy,  and  it  must  be  governed 
by  the  same  principles — reciprocity  and  expansion  of  aviation 
rights.  We  should  welcome  foreign  investment  as  part  of  a  liberal- 
ized international  aviation  regime,  but  we  must  ensure  that  it  rein- 
forces and  compliments  our  overall  aim  of  broadening  market  op- 
portunities. 

Mr.  Chairman,  I  sincerely  appreciate  the  opportunity  to  share 
our  perspective  with  you  regarding  the  future  direction  of  our  Grov- 
ernment's  policy  in  international  aviation,  and  I  look  forward  to  an- 
swering any  questions  that  you  or  other  Members  of  the  sub- 
committee may  have. 

Mr.  Oberstar.  Thank  you,  and  we  will  have  some  questions.  You 
have  been  very  clear  and  specific,  and  we  appreciate  your  testi- 
mony. 

Next,  Mr.  Seiden. 

Mr.  Seiden.  Thank  you,  Mr.  Chairman,  Members  of  the  sub- 
committee. Northwest  appreciates  this  opportunity  to  provide  its 
views  on  the  state  of  international  aviation.  Northwest  in  particu- 
lar wishes  to  commend  you,  Mr.  Chairman,  for  holding  these  very 
important  and  very  timely  hearings.  We  request  that  our  prepared 
remarks  be  included  in  the  record  of  these  proceedings. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Seiden.  Mr.  Chairman,  in  response  to  the  dire  economic  con- 
ditions of  the  past  three  and  a  half  years,  carriers  have  had  to  pur- 
sue all  available  measures  to  cut  costs  and  enhance  revenues.  Two 
of  these  strategies,  transnational  alliances  and  protectionism,  have 
significant  bilateral  implications.  The  disputes  with  Frgince,  Ger- 
many, and  Great  Britain  can  be  traced  to  the  emergence  of  one  or 
both  of  these  phenomena  in  each  respective  bilateral  trade. 

Protectionist  policies  of  foreign  governments  are  always  incon- 
sistent with  U.S.  interests.  Because  they  are  more  efficient,  U.S. 
carriers  have  a  comparative  advantage  versus  their  foreign  rivals. 
Consumers  benefit  when  U.S.  carriers  are  free  to  increase  output 
as  they  deem  appropriate.  Conversely,  U.S.  trade  interests  and 
consumer  interests  are  harmed  when  foreign  governments  restrict 
U.S.  output. 

U.S.  aviation  policy,  therefore,  should  have  as  its  ultimate  goal 
open  skies  with  all  countries,  and  we  agree  with  Mr.  Yohe,  no  mat- 
ter what  their  size.  The  vast  majority  of  foreign  governments  reject 
open  skies,  however,  either  because  open  skies  threatens  their  inef- 
ficient carriers  or  because  of  insoluble  infrastructure  deficiencies. 
Only  the  Netherlands,  a  steadfast  champion  of  free  trade  and  open 
markets,  has  been  both  willing  and  able  to  sign  an  open-skies 
agreement.  Accordingly,  we  have  learned  that  unless  they  are  pres- 
sured economically,  the  rest  of  the  world  will  not  permit  U.S.  car- 
riers to  have  free  rein. 

Some  carriers  have  been  urging  the  United  States  to  create  such 
economic  pressure  by  renouncing  or  threatening  to  renounce  exist- 
ing bilateral  agreements.  Northwest  believes  renunciation  is  coun- 
terproductive, unacceptably  confrontational,  and,  in  the  end,  self- 
destructive.  It  ordinarily  should  play  no  part  in  U.S.  strategic  cal- 
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culations.  The  United  States  is  far  more  likely  to  produce  positive 
economic  results  by  planting  open  skies  seeds  throughout  the  world 
with  all  nations  who  are  willing  to  sign  them.  Such  agreements 
should  permit  foreign  carriers  to  participate  in  unrestricted 
transnational  alliances  in  the  U.S.  market  if  they  wish.  Such  agree- 
ments and  alliances  unleash  powerful  competitive  pressures  on  pro- 
tectionist governments  that  over  time  compel  them  to  become  lib- 
eral. 

The  recently  concluded  U.S.-Grerman  negotiations  are  a  case 
study  in  how  the  carrot  of  alliance  works  better  than  the  stick  of 
renunciation.  The  U.S.-Dutch  agreement  and  the  competitive  pres- 
sures unleashed  by  the  resulting  Northwest-KLM  alliance  induced 
the  Germans  to  seek  an  alliance  of  their  own.  The  U.S.  made  it 
clear  that  Lufthansa  could  not  have  both.  It  could  not  have  a 
Northwest-KLM-style  alliance  without  opening  its  skies.  This 
forced  Germany  to  soften  its  protectionist  demands  in  order  to  sat- 
isfy its  newly  discovered  competitive  need  for  an  alliance  with  a 
U.S.  carrier. 

Renunciation  was  avoided,  rights  were  preserved,  and  three  U.S. 
transnational  alliances  were  authorized  to  operate  in  the  German 
market.  Northwest  has  been  selected  as  one  of  those  alliances  with 
KLM.  The  Germans  now  will  have  a  taste  of  the  benefits  of  alli- 
ance, and  we  are  certain  they  will  be  back  for  more.  When  they 
come  back,  they  will  have  to  put  open  skies  on  the  table. 

The  U.S.-G«rman  accommodation,  we  believe,  was  the  right  U.S. 
policy.  We  believe  it  will  be  the  rare  case  when  no  bilateral  is  bet- 
ter than  a  restrictive  one.  Thus,  the  United  States  first  should 
make  all  reasonable  non-confrontational  efforts  to  secure  open- 
skies  agreements,  but  if  that  is  not  possible,  we  should  first  en- 
deavor to  accommodate  the  legitimate  political  needs  of  the  other 
government;  two,  withhold  full-scale  alliance  access  to  our  markets; 
and,  three,  aggressively  promote  commercial  conditions  through  bi- 
lateral relationships  with  other  countries  that  will  maximize  pres- 
sure on  these  protectionist  governments. 

The  bilateral  strategy  Northwest  advances  depends  heavily  on 
U.S.  promotion  of  transnational  airline  alliances.  Airline  alliances 
permit  airlines  dramatically  and  efficiently  to  expand  their  global 
reach,  benefitting  carriers,  consumers,  and  U.S.  trading  interests. 
They  already  are  a  powerful  fixture  of  the  U.S.  international  air- 
line environment.  Because  airline  alliances  are  so  commercially  ad- 
vantageous, their  competitive  impact  in  the  markets  of  restrictive 
governments  unleashes  powerful  competitive  forces  that  we  believe 
will  induce  and  has  induced  reluctant  governments  to  open  their 
skies  to  U.S.  carriers  as  the  price  for  obtaining  their  own  alliance. 

Our  pursuit  of  an  alliance  with  KLM  reflects  this  fundamental 
judgment  about  airline  economics.  KLM  and  Northwest  mutually 
are  determined  to  be  global  airlines,  but  we  will  do  so  through  an 
alliance  that  links  our  complementary  networks,  not  through  reck- 
less and  unsustainable  internal  creation  of  duplicate  hubs.  By  co- 
operating in  virtually  all  business  areas.  Northwest  and  KLM  now 
can  and  do  provide  a  seamless  service. 

We  hold  out  to  the  public  a  unified  airline  system  in  all  available 
media — television,  radio,  airport  signage,  print  advertising,  fre- 
quent flyer  mailings,  and,  of  course,  code  sharing  in  CRS  systems. 
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Northwest  and  KLM  now  code  share  to  55  cities  in  the  United 
States  and  25  cities  in  Europe,  Africa,  and  the  Middle  East. 

The  commercial  success  of  this  alliance,  outlined  in  detail  in  my 
prepared  remarks,  is  best  evidenced,  we  believe,  by  the  dramatic 
224.5  percent  increase  in  capacity  on  the  flights  connecting  North- 
west's Twin  Cities  hub  to  IQjM's  Amsterdam  hub  in  just  the  first 
two  years  of  operation.  This  is  a  remarkable  success  story  for  the 
Northwest-KLM  alliance,  an  enormous  benefit  for  consumers  in 
Minnesota  and  the  surrounding  States  served  by  the  Twin  Cities 
hub,  and  a  great  testament  to  the  U.S.  and  Dutch  officials  who 
made  it  all  possible  by  clearing  away  obstructive  regulatory  under- 
brush. 

A  few  months  ago,  Mr.  Chairman,  Northwest  and  KLM  initiated 
jointly  a  major  seat  sale  in  more  than  20,000  U.S.,  Europe,  Africa, 
and  Middle  East  city  pair  markets.  We  believe  that  in  excess  of 
18,000  of  these  city  pair  markets  never  before  enjoyed  the  benefit 
of  promotional  pricing  or  even  reasonably  priced  fares.  Only  high- 
formula,  usually  lATA-constructed  interline  fares  were  available, 
and  these  were  beyond  the  means  of  many  consumers. 

Turning  to  renunciation,  bilateral  agreements,  to  be  sure,  permit 
either  side  to  renounce  an  agreement  on  12  months  notice,  and  the 
Secretary  is  right,  it  is  always  an  option  of  either  side  to  renounce 
an  agreement.  To  our  knowledge,  the  United  States  has  never  done 
so,  and  we  believe  there's  good  reason  for  this  historical  phenome- 
non. 

U.S.  aviation  policy  has  always  been  more  liberal  than  the  rest 
of  the  world.  Bilateral  agreements  represent  for  the  United  States 
the  extraction  from  other  countries  of  commercial  rights  they  prob- 
ably otherwise  would  withhold  but  for  their  need  for  access  to  the 
U.S.  market.  Bilaterals  guarantee  these  rights  that  we've  extracted 
for  U.S.  carriers,  and  they  permit  carriers  confidently  to  plan  their 
commercial  operations  in  a  stable  and  secure  environment. 

The  absence  of  a  bilateral  means  that  air  transportation  occurs, 
if  at  all,  pursuant  to  principles  of  reciprocity  and  comity.  In  such 
a  regime,  the  country  with  the  most  restrictive  policy  unilaterally 
dictates  the  level  of  commercial  activity.  It  is  air  transportation  by 
least  common  denominator.  Since  the  United  States  is  always  more 
liberal  than  its  trading  partner,  with  the  possible  exception  of  the 
Netherlands,  it  follows  that  U.S.  interests  always  lose  out  in  a  com- 
ity and  reciprocity  regime. 

The  only  circumstance  we  can  identify  where  renunciation  might 
produce  a  better  result  is  one  where  the  United  States  would  use 
the  threat  of  renunciation,  coupled  with  the  threat  and  the  deter- 
mination to  follow  through  on  it,  of  the  total  cessation  of  air  serv- 
ices in  the  absence  of  a  bilateral  as  a  negotiating  weapon. 

Nuclear  war  has  been  described  this  morning  as  the  right  char- 
acterization for  that,  and  we  certainly  agree.  Like  nuclear  war,  the 
value  of  threatening  total  cessation  of  air  service  lies  mostly  in  the 
threat,  not  the  act,  since  the  actual  cessation  of  air  service  between 
any  two  countries  is  a  trade  disaster  of  immense  proportions  for 
the  countries,  their  businesses,  and  their  consumers.  We  do  not  be- 
lieve the  United  States  would  ever  take  so  extreme  a  step  with  a 
friendly  nation  like  Great  Britain  or  Germany,  nor  do  we  believe 
it  should. 
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If  we  are  correct  in  this  bottom-line  assessment,  renunciation  can 
produce  only  one  of  two  results:  one,  comity  and  reciprocity;  or, 
two,  a  new  and  weaker  bilateral,  since  the  prospect  of  comity  and 
reciprocity  puts  pressure  on  us,  not  the  other  side,  to  make  com- 
promises. Renunciation,  therefore,  is  something  to  be  avoided  ex- 
cept in  circumstances  where  the  bilateral  agreement  becomes  so  of- 
fensive to  fundamental  U.S.  trading  interests  that  comity  and  reci- 
procity would  give  the  United  States  needed  and  otherwise  unavail- 
able leverage  to  address  extreme  and  harmful  aviation  trade 
abuses  of  the  other  side.  There  is  no  bilateral  regime  in  existence 
today  to  which  the  U.S.  is  a  party  that  meets  these  criteria. 

In  conclusion,  Mr.  Chairman,  the  world  of  international  aviation 
is  changing  at  a  very  rapid  pace.  All  governments,  including  our 
own,  are  struggling  to  keep  up.  Because  our  industry  is  so  impor- 
tant to  our  Nation's  overall  economic  position  in  the  world,  extraor- 
dinary resources  must  be  dedicated  to  the  task,  and  we  compliment 
the  Chairman  and  this  subcommittee  for  holding  this  hearing  at 
this  time  to  begin  the  process. 

Thank  you. 

Mr.  Oberstar.  Thank  you,  Mr.  Seiden.  We  appreciate  your  pres- 
entation. 

Mr.  Murphy,  welcome.  Glad  to  have  you  here. 

Mr.  Murphy.  Thank  you,  Mr.  Chairman,  and  thank  you.  Mem- 
bers of  the  subcommittee,  for  allowing  us  to  testify  here  today. 
We've  submitted  written  comments,  and  we'd  appreciate  it  if  they 
would  be  entered  into  the  record. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Murphy.  We've  heard  much  this  morning  about  inter- 
national aviation  policy,  and  we  at  United  Airlines  believe  that  we 
have  the  finest  aviation  policy  of  any  country  in  the  world.  This  is 
the  50th  anniversary  of  the  Chicago  Convention,  and  I  doubt  you 
could  find  any  country  in  the  world  that  could  claim  its  aviation 
policy  has  served  its  country  as  well  as  the  aviation  policy  in  the 
United  States  has  served  its  citizens  over  the  last  50  years. 

If  this  is  true,  then  why  is  it  that  we  have  so  much  concern  about 
what  our  international  aviation  policy  is  and  so  many  claims,  often 
shrill,  for  changes  in  our  international  aviation  policy?  The  reason 
for  that,  we  believe,  is  not  in  the  policy.  Section  102  of  the  Federal 
Aviation  Act  embodies  our  international  aviation  policy.  Frankly, 
we  don't  think  it  could  be  improved  upon. 

What  could  be  improved  upon,  though,  is  the  execution  of  that 
policy,  and  I  don't  mean  to  minimize  the  difficulty  of  doing  this.  It 
is  extremely  difficult  to  try  and  take  an  aviation  policy  that  is  de- 
signed to  set  broad  goals  and  objectives  for  our  negotiators  and 
apply  that  to  each  and  every  instance  which  they  face,  particularly 
when  they're  doing  it  in  the  midst  of  a  dramatic  change  in  the  evo- 
lution of  international  aviation,  and  the  reason  for  that  change  is 
what  I  want  to  address  this  morning. 

As  I  said,  I  think  our  policy  is  the  finest  aviation  policy  in  the 
world,  and  probably  the  finest  moment  for  that  policy  was  in  1978, 
when  the  U.S.,  for  the  first  time,  deregulated  aviation  and  set  forth 
a  new  transformation  in  this  industry.  We  are  still  in  the  domestic 
market  going  through  that  transformation  today  and  working  our 
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way  through  the  kinds  of  dynamics  that  were  set  loose  by  deregula- 
tion. 

But  that  policy  also  created  a  change  in  the  international  mar- 
ketplace, because  one  of  the  most  dramatic  changes  that  took  place 
in  the  domestic  marketplace  was  the  development  of  hub-and-spoke 
systems  domestically.  The  effect  this  had  internationally  was  to 
move  from  our  traditional  gateways  such  as  New  York  or  Miami 
or  San  Francisco  to  many  new  hubs.  There  weren't  too  many  people 
that  would  have  considered  Charlotte  to  be  an  international  gate- 
way not  that  many  years  ago.  There  weren't  too  many  people  that 
considered  Washington,  D.C.  to  be  an  international  gateway  not 
that  many  years  ago. 

In  fact,  there  weren't  that  many  people  that  would  have  consid- 
ered our  carriers  to  be  a  large  commercial  threat  to  most  of  the  for- 
eign carriers  of  the  world  not  that  many  years  ago.  In  fact,  not  that 
many  years  ago,  our  traditional  international  carriers  were  having 
great  financial  difficulties  and  could  veritably  be  described  as  po- 
tential dinosaurs  in  the  international  marketplace. 

The  thing  that  changed  the  world  was  domestic  deregulation  and 
the  development  of  the  hub-and-spoke  system,  and  it  did  a  couple 
things.  It  had  a  dramatic  impact  on  how  U.S.  carriers  move  into 
an  international  marketplace.  Mr.  Chairman,  you  referred  this 
morning  to  the  fact  that  except  for  Northwest,  most  of  us  were 
strictly  domestic  carriers  not  that  many  years  ago.  It  also  had  a 
tremendous  impact,  though,  as  we  moved  out  into  the  international 
marketplace  on  our  foreign  competitors,  so  we  think  in  terms  of 
trying  to  apply  the  international  aviation  policy  in  the  United 
States,  we  need  to  pay  more  attention  to  the  dramatic  impact  that 
the  development  of  a  hub-and-spoke  system  has  had  on  the  inter- 
national marketplace. 

Let  me  walk  through  a  couple  examples  of  that.  Not  so  many 
years  ago.  United  Airlines  bought  Pan  Am's  Pacific  Division.  In 
1986,  we  implemented  that  division.  The  problem  we  immediately 
faced  was  that  we  had  a  large  domestic  system  centered  on  Chicago 
and  a  large  Pacific  international  division  centered  on  Tokyo,  and 
there  was  no  link  between  the  two  and  we  had  no  way  of  integrat- 
ing those  two  systems.  So  in  spite  of  the  fact  that  we  had  the  ideal 
domestic  feed  system  to  feed  and  integrate  into  the  international 
system,  we  had  no  effective  way  of  doing  that. 

It  was  not  until  1990  that  we  were  able  to  achieve  a  route  from 
Chicago  to  Tokyo.  That  route  today  is  the  single  highest-demand 
segment  of  any  segment  that  United  Airlines  has  in  its  system.  It 
allowed  us  to  satisfy  the  demands  not  only  from  the  City  of  Chi- 
cago, but  from  the  100  or  so  cities  behind  the  City  of  Chicago  that 
feed  over  Chicago  to  points  in  Asia,  and  we  were  able  to  connect 
it  to  our  international  hub  at  Tokyo  and  the  eight  cities  we  serve 
beyond  Tokyo.  So  in  effect,  with  the  addition  of  one  segment,  we 
were  able  to  enhance  the  service  to  800  city  pairs.  The  impact  was 
dramatic  in  terms  of  United's  profitability  and  also  in  terms  of  the 
kind  of  service  presence  that  the  United  States  had  in  the  Pacific. 

We  think  that's  just  one  example  of  what  the  integration  of  a  do- 
mestic and  international  system  means.  But,  of  course,  it  also 
meant  something  to  our  foreign  competitors.  To  our  foreign  com- 
petitors, 1990  probably  has  a  lot  of  meaning,  too.  It  probably  means 
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for  Japan  Airlines  the  beginning  of  a  long,  slow,  steady  decline.  So 
not  only  do  we  need  to  look  at  the  impact  of  the  commercial  dy- 
namics set  loose  by  domestic  deregulation  in  the  United  States,  we 
also  have  to  look  at  that  in  terms  of  what  impact  it  has  on  our  for- 
eign competitors,  and  when  we  do  that,  we  think  there  are  a  num- 
ber of  opportunities  that  we  are  failing  to  see  as  we  pursue  our 
international  aviation  policy. 

We've  heard  much  this  morning  about  the  UK  and  the  question 
of  achieving  open  skies  with  the  UK.  Frankly,  we're  not  terribly 
concerned  about  achieving  open  skies  with  the  UK.  We  would  love 
to  have  open  skies  with  the  UK.  We'd  love  to  have  open  skies  on 
a  global  basis.  We  believe  that  United  Airlines,  who  is  today  the 
United  States'  largest  international  carrier,  could  do  very  well  in 
an  open  regime.  But  do  we  see  it  on  the  horizon?  Do  we  think  it 
is  a  near-term  achievable  goal?  No,  we  do  not.  So  we  have  to  focus 
on  what  we  think  is  achievable. 

When  we  look  at  what  we  think  is  achievable,  we  see  very  simi- 
lar to  what  we  saw  in  Chicago-Tokyo,  the  same  situation  exists  be- 
tween, for  instance,  Chicago-London  or,  as  we  heard  earlier  this 
morning,  between  Detroit-London.  There  is  a  huge  unmet  demand 
between  points  in  the  United  States  and  points  in  the  UK,  and  as 
we  also  heard  earlier  this  morning,  we  have  a  government  in  the 
UK  that  has  indicated  at  various  times  that  they  are  prepared  to 
meet  that  demand.  They  are  prepared  to  sit  down  with  the  United 
States  and  negotiate  such  routes  as  Chicago-London  and  Detroit- 
London.  We  think  those  two  routes  alone,  if  the  U.S.  were  able  to 
achieve  the  addition  of  those  two  segments  to  the  U.S.  network, 
would  produce  more  benefits  to  the  U.S.  than  all  the  code-sharing 
agreements  that  all  the  British  carriers  could  ever  hope  to  achieve 
in  the  United  States. 

I'll  give  you  an  example.  USAir  has  said  recently  that  it  is  carry- 
ing an  average  of  60  passengers  a  day  in  its  code-sharing  arrange- 
ment with  BA.  This  has  been  described  as  one  of  the  largest  code- 
sharing  arrangements  in  the  world.  Sixty  passengers  a  day.  Can 
you  imagine  what  Northwest  could  do  with  a  route  between  Detroit 
and  London?  Can  you  imagine  what  United  could  do  with  a  route 
between  Chicago  and  London?  Sixty  passengers  a  day  doesn't  even 
come  close  to  the  incremental  impact  that  we  would  have  on  those 
marketplaces. 

It's  just  a  measurement  I  think  that  we've  lost  sight  of,  that  we 
have  huge  competitive  strengths  that  have  come  out  of  domestic 
deregulation  that  we  are  not  capitalizing  and  we  are  not  integrat- 
ing into  our  international  aviation  policy  goals  as  we  sit  down  in 
negotiations. 

By  the  same  token,  you  have  to  also  look  at  the  situation, 
though,  for  foreign  carriers.  We've  heard  this  morning  about  the 
terrible  agreements,  the  restrictive  approaches  that  such  countries 
as  Grermany,  for  instance,  have  taken  or  France  have  taken  and  the 
benefits  that  would  be  achieved  if  we  could  achieve  open-skies 
agreements  with  these  countries.  But  you  have  to  recognize  at  the 
same  time  that  these  UK  countries  were  faced  with  the  same 
transformation  of  the  domestic  marketplace  that  U.S.  carriers 
were,  but  for  them  it  was  not  a  plus.  For  them  it's  a  minus. 
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If  you  look  at  what  has  happened  in  international  aviation  since 
1978,  it  has  not  been  to  the  benefit  of  foreigp  carriers.  It  is  U.S. 
carriers  that  have  become  the  feared  competitors  in  international 
marketplaces.  It's  the  U.S.  carriers'  market  share  that  has  been 
growing.  So  the  foreign  carriers,  faced  with  results  of  domestic  de- 
regulation, see  their  ability  to  penetrate  and  expand  their  presence 
in  the  United  States  as  having  been  greatly  diminished  by  the  de- 
velopment of  the  hub-and-spoke  system. 

Instead  of  going  to  a  traditional  gateway  and  finding  four  or  five 
domestic  carriers  anxious  to  serve  them  as  feeder  carriers  at  those 
traditional  gateways,  now  they  come  to  the  United  States,  and  in 
virtually  every  major  city  they're  faced  with  a  U.S.  carrier  hubbing 
in  that  city,  controlling  the  feed  into  that  city,  and  very  unwilling 
to  provide  them  with  any  feed  themselves.  In  fact,  they  have  no 
reason  to,  because  now  they  c£ui  use  that  feed  to  develop  inter- 
national routes  themselves  into  the  international  marketplace. 

So  the  foreign  carriers  found  that,  for  the  most  part,  domestic  de- 
regulation meant  their  access  to  the  United  States  was  shrinking, 
not  growing,  and  one  of  the  few  tools  they  have  found  that  is  avail- 
able to  them  to  offset  that  shrinkage  is  to  enter  into  code-sharing 
alliances  with  U.S.  carriers.  If  anything,  code-sharing  alliances 
with  U.S.  carriers,  regardless  of  how  widespread  they  might  be  in 
the  United  States,  can  be  seen  as  an  attempt  by  foreign  carriers 
to  minimize  some  of  the  detrimental  effects  that  domestic  deregula- 
tion has  had  on  their  opportunities  in  the  United  States. 

At  the  same  time,  in  virtually  every  one  of  these  alliances,  we 
have  acquired  opportunities  to  expand  our  operations  abroad  via 
those  home  countries.  These  alliances  have  been,  for  the  most  part, 
arms-length  arrangements  between  two  private  entities  in  which 
neither  private  entity  had  any  reason  to  make  any  concessions  to 
the  other  side.  So  at  best  they're  a  neutral,  when  in  reality  we  be- 
lieve that  in  the  long  run  expansive  opportunities,  whether  they  be 
code  sharing  or  on-line,  are  going  to  work  to  the  benefit  of  U.S.  car- 
riers. 

In  summation,  Mr.  Chairman,  we  believe  that  the  U.S.  inter- 
national aviation  policy  has  been  extremely  successful.  It's  a  policy 
that  has  generated  substantial  benefits  for  the  United  States.  Our 
biggest  problem  we  face  today  is  the  integration  of  our  domestic 
and  international  systems,  and  we  believe  that  the  focus  on  such 
things  as  code  sharing  and  market  shares  of  foreign  carriers  is 
solely  misplaced.  The  emphasis  should  be  on  the  integration  of 
international  and  domestic  legs,  and  if  we  have  to  pay  a  price  to 
foreign  carriers  to  achieve  that  integration,  we  think  it's  to  the  ben- 
efit of  the  United  States  to  do  so. 

Thank  you. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Murphy,  for  a  very 
well-delivered  statement.  You  and  I  have  spent  a  lot  of  time  to- 
gether in  this  committee  room  talking  about  aviation  policy  over 
the  last  decade  or  more. 

The  first  question  I'd  like  to  explore  with  the  panel  is  that  a  true 
open-skies  agreement  would  terminate  limitations  on  service 
abroad  of  domestic  U.S.  carriers,  limitations  that  other  countries 
have  imposed  through  our  negotiating  process  upon  our  carriers. 
Those  limitations  often  have  made  operating  rights  very  valuable. 
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very  marketable,  at  high  prices.  Some  of  the  carriers  at  the  table 
have  bought  and  sold  such  operating  rights. 

Question:  Will  carriers  welcome  an  open-skies  agreement  even  if 
it  devalues  the  very  rights  they  have  paid  for  to  operate  abroad? 
The  second  question  is,  would  carriers  agree  to  interim  termination 
of  the  buy-sell  rule  for  international  routes? 

[No  response.] 

Mr.  Oberstar.  I'm  looking  for  volunteers.  [Laughter.] 

Mr.  Faberman.  I'm  sorry,  Mr.  Chairman,  I  thought  there  was 
going  to  be  a  third  question.  Briefly,  there  are  two  ways  to  get  into 
foreign  markets:  either  through  a  negotiation  process  and  through 
a  DOT  award  or  purchasing  of  routes.  We  would  much  prefer  that 
neither  one  of  those  options  be  our  only  option  and  that  that  in- 
stead be  replaced  by  a  true  open-skies  agreement.  So  we  don't  have 
any  hesitation  with  replacing  current  agreements,  the  current  proc- 
ess, with  an  open-skies  agreement  that  allows  every  carrier  to  add 
whatever  service  it  feels  appropriate,  as  long  as  there  are  no  re- 
strictions on  those  services. 

So  speaking  from  a  carrier  that  has  purchased  some  routes,  not 
as  many  as  some  others  up  here,  we  are  willing  to  put  that  behind 
us  if  we  have  true  open  skies.  And  I  would  say  that,  as  a  carrier 
that  purchased  London  authority,  some  might  argue  that  we  have 
the  most  to  lose  from  an  open-skies  agreement  to  the  UK.  So  be 
it.  We  think  there  should  be  open-skies  agreements  in  the  UK  and 
everywhere  else. 

We  have  also,  Mr.  Chairman,  supported  the  concept  that  the  De- 
partment should  stop  the  purchase  and  sale  of  international  routes. 
We  opposed  some  of  that  many  years  ago,  but  our  parents  taught 
us  that  once  the  decision  maker  ignores  that  advice  and  allows  the 
purchase,  that  you  have  no  choice  but  to  do  the  same  thing.  We 
would  have  no  objection  to  a  change  in  policy,  however. 

Mr.  Oberstar.  Thank  you. 

Mr.  YOHE.  Likewise,  Mr.  Chairman,  we  don't  believe  that  con- 
cluding open-skies  arrangements  with  any  of  our  partners  in  those 
countries  where  we  purchased  routes  would  diminish  the  value  of 
those  routes.  In  fact,  we  think  it  would  enhance  the  value  of  those 
routes,  because  by  gaining  open  skies,  we  would  have  greater  flexi- 
bility in  terms  of  how  we  serve  those  markets  and  how  we  price 
those  markets  and,  ultimately,  whether  we  enter  into  alliances 
with  other  carriers  where  there  are  efficiencies  in  doing  that. 

In  the  case  of  Germany,  for  example,  where  we  acquired  signifi- 
cant operating  authority  with  our  purchase  of  Pan  Am's  assets  in 
1991,  we  supported  open  skies  with  Germany  before  that  deal,  and 
we  have  supported  it  consistently  since  then,  and  we  very  much 
want  to  compete  with  Lufthansa  and  every  other  U.S.  carrier  who 
wants  to  serve  that  market.  So  we're  not  in  any  way  fearful  of  the 
fact  that  what  we  have  made  as  a  business  decision  to  acquire 
these  assets  and  spend  those  monies  is  going  to  be  diminished. 

As  far  as  the  sale  of  international  routes,  we  would  prefer  that 
we  not  be  in  that  situation,  that  we  have  agreements  where  we 
don't  have  to  engage  in  that  sort  of  a  process,  but  I  don't  agree  that 
there  aren't  circumstances  where  if  a  carrier  needs  to  get  out  of  a 
market  and  can  find  a  buyer  to  purchase  a  route  that  it  has  in  that 
market — I  think  the  free  market  principle  should  dictate  in  that 
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E articular  instance,  obviously,  subject  to  the  review  and  approval 
y  the  Department  of  Transportation  that  the  purchase  is  in  the 
public  interest. 

Mr.  Oberstar.  Thank  you. 

Mr.  Seiden.  We  are  not  concerned  that  open  skies  will  devalue 
the  pieces  of  paper  that  we  hold  that  allow  us  to  fly,  because  what- 
ever devaluation  might  occur  on  that  side  of  the  ledger,  the  value 
of  our  companies  would  go  up,  because  we  believe  that,  as  my 
statement  says,  in  international  aviation,  we  have  a  comparative 
advantage  and  we  win.  Opening  up  markets  allows  us  to  do  better, 
and  it  increases  the  value  of  our  company  and  the  ability  of  our 
companies  to  succeed  in  international  aviation.  So  that's  not  a  con- 
cern of  ours. 

Like  Delta,  though,  we  would  not  think  it  would  be  a  good  idea 
to  change  the  policy  that  permits  the  purchase  and  sale  of  routes. 
I  agree  with  the  points  that  Mr.  Yohe  made,  and,  in  addition,  I 
would  indicate  that  the  financial  community  has  gotten  very  much 
integrated  into  analyzing  the  value  of  our  companies,  taking  into 
account  the  value  of  our  international  route  systems,  and  it  would 
probably  be  unwise  to  suddenly  cause  a  change  in  the  asset  posi- 
tions of  our  companies  on  their  balance  sheets.  It  probably  wouldn't 
be  a  good  idea  at  this  time.  We  would  be  opposed  to  that. 

Mr.  Oberstar.  Thank  you. 

Mr.  Murphy. 

Mr.  Murphy.  Mr.  Chairman,  I  think  you've  accomplished  one 
thing  today  in  terms  of  leadership.  You  actually  have  produced  a 
consensus  here,  I  think,  on  an  issue.  We  would  agree  with  both  of 
the  earlier  comments  in  terms  of  open  skies.  We  purchase  routes 
primarily  to  gain  access  to  a  country.  As  you  get  open  skies,  you're 
just  increasing  your  access,  and  you  get  it  without  further  pay- 
ment. On  the  other  hand,  of  course,  if  you  did  it  the  day  after  we 
made  the  purchase,  we  might  kind  of  wonder  about  your  policies. 
But  for  the  most  part,  we  would  agree  with  the  earlier  speakers. 

I'd  also  agree  with  the  earlier  speakers  in  terms  of  the  buying 
and  selling  of  routes.  I  think  the  history  has  shown  that  the  transi- 
tion device  of  allowing  carriers  to  buy  and  sell  international  routes 
has  worked  well  for  the  United  States,  and  I  would  cite  the  exam- 
ple of  United's  purchase  of  Pan  Am's  Pacific  Division.  This  was  a 
carrier  that  wasn't  in  a  position  to  make  further  investment  in 
that.  Its  position  had  been  deteriorating  for  years  in  the  Pacific. 
Once  United  took  over  that  route,  within  three  years  we  had  more 
than  doubled  the  revenues  that  were  being  generated  by  that.  That 
was  an  enormous  benefit  to  the  United  States,  and  I  think  there 
are  other  examples  of  that  as  well. 

Mr.  Oberstar.  That  decision,  of  course,  as  you  well  remember, 
created  very  serious  problems  between  the  United  States  and 
Japan,  mostly  on  the  part  of  Japan  that  didn't  want  a  successor 
carrier,  didn't  want  it  to  extract  further  rights  from  the  United 
States  in  order  for  us  to  substitute  United  for  Pan  Am  in  that  serv- 
ice. Wisdom  prevailed. 

Mr.  Murphy.  Since  I  was  at  another  carrier  at  the  time  who  was 
on  the  opposite  side  of  that  issue,  I  remember  that  very  well.  But, 
again,  I  would  say  that  while  it  may  not  have  benefitted  that  par- 
ticular carrier  and  some  of  the  other  incumbents  in  the  market- 
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place  paid  somewhat  of  a  price,  I  think  it  was  a  relatively  small 
one  compared  to  the  benefits  the  U.S.  ultimately  achieved  from 
that  agreement. 

Mr.  Oberstar.  Thank  you.  I'll  have  further  questions  later. 

Mr.  dinger. 

Mr.  Clinger.  Thank  you,  Mr.  Chairman. 

I  thank  the  panel  very  much  for  always  helpful  testimony  at 
these  occasions.  Now,  obviously,  your  views  on  international  avia- 
tion policy  have  to  concentrate  on  what  is  going  to  be  good  for  U.S. 
airlines.  That's  understandable.  But  to  what  extent  do  you  think, 
if  any,  in  shaping  international  policy,  consideration  should  be 
given  to  the  economic  benefits  that  might  accrue  to  a  U.S.  city/U.S. 
community,  even  if  that  service  had  to  be  provided  by  a  foreign  car- 
rier? 

Would  you  object  to  allowing  that  service  to  be  provided  by  a  for- 
eign carrier  on  a  city-to-city  basis  to  benefit  the  community  that 
would  be  involved,  providing  economic  benefits  to  that  community? 

Mr.  Seiden.  Mr.  Clinger,  the  DOT  in  the  previous  administration 
embraced  a  policy  called  the  Cities  Program,  which  reflects,  I 
think,  what's  embedded  in  your  question,  and  I  know  that  North- 
west certainly  didn't  object  to  that  policy  at  the  time.  We  thought 
it  was  probably  a  pretty  solid  policy.  The  policy  had  a  number  of 
provisions  to  it,  and  it  provided  that  if  a  U.S.  airline  was  in  a  posi- 
tion to  provide  the  service,  the  Cities  Program  wasn't  applicable. 
We  thought  that  was  probably  a  good  part  of  it. 

But,  no,  I  think  that  that's  a  useful  policy,  and  it  probably  ought 
to  be  continued.  The  airline  community  should  not  be  at  war  with 
communities  who  want  service  and  can't  get  it  from  domestic  car- 
riers. 

Mr.  Clinger.  Any  objection  to  that? 

Mr.  YOHE.  Mr.  Clinger,  I  would  not  disagree.  In  fact,  prior  to  our 
becoming  the  large  international  carrier  that  we  are  today,  when 
we  were  just  starting  in  Atlanta  and  trying  to  create  new  inter- 
national services  in  Atlanta,  we  encouraged  foreign  carriers  to 
come  into  Atlanta,  even  though  we  didn't  serve  the  markets  that 
they  were  serving.  In  some  cases  we  did  things  like  publish  their 
schedules  in  our  time  table,  because  we  recognized  that  their  serv- 
ice to  Atlanta  would  help  Atlanta  grow  as  a  gateway,  and  the  bene- 
fits would  inure  not  only  to  the  community,  but  to  us  who  have  a 
hub  there. 

So  as  long  as  U.S.  carriers  have  the  opportunity  to  compete  on 
an  equal  footing,  we  think  it's  good  for  the  communities,  and  the 
competition  is  good  for  us. 

Mr.  Faberman.  Mr.  Clinger,  I  would  just  add  that  we  think 
that's  the  true  benefit  of  open  skies,  that  your  carriers  from  both 
sides  c£in  serve  any  markets  within  either  country,  and  I  think  the 
true  beneficiary  of  open  skies  would  be  a  number  of  the  small 
cities. 

Mr.  Clinger.  On  this  question  of  foreign  investment,  as  you're 
probably  aware,  I've  introduced  a  bill  which  would  allow  an  in- 
crease in  equity  investment  in  a  U.S.  airline  from  25  to  49  percent, 
with  certain  conditions  that  would  be  required  to  be  considered  by 
the  Secretary,  such  as  reciprocity,  liberal  agreements  between  the 
two  countries,  et  cetera.  I  think  one  of  you  indicated  that  you  sup- 
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ported  the  bill,  and  the  Administration  has  indicated  that  they 
would  support  increased  foreign  investment.  But  do  any  of  the  rest 
of  you  have  a  different  view  of  this  that  would  want  to  see  contin- 
ued limiting  of  the  amount  of  foreign  investment  in  a  U.S.  airline? 

Mr.  YOHE.  Well,  with  only  one  caveat — I  agree  with  that  position 
and  obviously  stated  so  in  my  testimony.  One  area,  though,  that  I 
think  needs  to  be  looked  at  and  needs  to  be  looked  at  very  carefully 
is  the  question  of  control,  and  I'm  not  sure  that  the  Department 
has  a  good  standard  on  what  control  means.  As  long  as  we're  going 
to  have  a  citizenship  requirement  that  says  that  U.S.  airlines  are 
going  to  be  substantially  owned  and  controlled  by  U.S.  citizens,  if 
a  foreign  carrier  invests  some  level,  whether  it's  20  percent  or  49 
percent,  I  think  that  we  need  to  be  very  careful  in  making  sure 
that  we  look  at  exactly  what  the  relationship  is  between  the  two 
carriers  to  assure  ourselves  that  there's  not  control  being  exercised 
by  the  foreign  investor. 

Certainly,  in  each  of  the  cases  that  have  come  before  the  Depart- 
ment, they  have  done  that,  and  I  think  that  we  just  need  to  be  con- 
tinually mindful  of  the  importance  of  maintaining  standards  in 
that  area. 

Mr.  Clinger.  Anybody  else? 

Mr.  Seiden,  We  certainly  support  liberalizing  foreign  investment, 
and  my  prepared  remarks  discuss  that  in  some  detail.  We  do  ques- 
tion the  need  for  the  kinds  of  conditions  that  have  been  included 
in  the  various  legislative  proposals. 

Mr.  Clinger.  My  proposal  merely  states  that  these  £ire  issues 
that  the  Secretary  should  consider  and  are  not  preconditions  to  ap- 
proval. 

Mr.  Seiden.  I  understand.  The  thinking  behind  the  position  that 
we've  articulated  is  that  the  reason  a  foreign  airline  would  make 
a  strategic  investment  in  a  U.S.  airline  is  to  get  synergies  from  it. 
Otherwise,  it's  just  a  passive  investment.  But,  obviously,  foreign 
airlines  are  making  strategic  investments  to  get  synergies.  The 
United  States  has  ample  regulatory  powers  to  control  access  to  the 
sjniergies  directly.  It  can  prevent  code  sharing,  it  can  prevent  var- 
ious kinds  of  pricing  coordinations,  it  can  do  all  of  those  things. 

In  fact,  that's  exactly  the  situation  we  have  today  in  the  relation- 
ship between  Air  Canada  and  Continental.  Air  Canada  has  made 
a  significant  investment  in  Continental.  Because  of  their  restrictive 
agreement,  the  United  States  will  not  permit  Air  Canada  to  extract 
any  value  from  that  investment,  and  they  do  not  today  extract  any 
value  from  it,  and  we  personally  believe  at  Northwest  that  this 
may  be  the  best  leverage  the  U.S.  has  right  now  to  induce  the  Ca- 
nadians to  sit  down  and  negotiate  an  open-skies  agreement,  be- 
cause without  a  liberal  agreement.  Air  Canada  cannot  enjoy  any  of 
the  benefits  of  its  investment. 

So  we  would  say  that  in  those  circumstances  where  a  foreign  air- 
line is  willing  to  make  an  investment  in  a  U.S.  airline  without  any 
assurances  of  being  able  to  get  anything  from  it,  why  not  take  the 
money? 

Mr.  Faberman.  Mr.  Clinger,  we  have  no  problem  with  invest- 
ment. We  would  welcome  investment  discussions.  In  fact,  I'll  leave 
my  cards  on  the  table  for  anyone  who's  interested.  However,  we  do 
think  that  there  really  should  be  equal  opportunities  on  the  other 
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side  not  only  in  terms  of  investment,  but  in  terms  of  those 
sjniergies  that  Mr.  Seiden  mentioned.  If  investment  is  the  only 
thing  that  is  granted,  then  we  have  no  objection.  It's  when  these 
other  things  are  granted  with  it.  That's  why  we  think  it's  impor- 
tant that  the  conditions  that  you  included  in  your  bill  be  empha- 
sized. 

Mr.  Clinger.  I  mean,  it  seems  to  me,  though,  that  if  we  permit 
a  greater  percentage  of  foreign  investment  in  a  world  that's  becom- 
ing increasingly  globalized  in  so  many  areas,  that  this  would  tend 
to  actually  foster  greater  liberalization  of  agreements,  because 
you're  going  to  break  down  the  nationalist  influences  that  exist 
there,  create  an  interest  that  is  not  so  national,  and,  therefore, 
would  tend  to  foster  more  liberalization  of  the  agreements. 

Mr.  Faberman.  I'd  just  add  that  the  United  States  has  done 
many  things  in  the  last  15  years  to  foster  liberalization.  CAB,  back 
in  the  early  1980s,  thought  when  they  issued  their  Benelux  order 
that  they  would  be  fostering  an  open-skies  agreement  there.  We 
thought  we  would  do  the  same  thing  when  we  did  the  Dutch  agree- 
ment. The  other  governments  don't  seem  to  like  that  approach. 
We're  not  sure  that  they  need  any  more  incentives.  The  incentive 
is  the  size  of  our  market.  It's  the  biggest  market  in  the  world,  it's 
the  most  lucrative  market  in  the  world.  We  think  the  incentives 
are  there. 

Mr.  Clinger.  Mr.  Murphy. 

Mr.  Murphy.  I  think  we  would  probably  have  some  reservations 
that  perhaps  haven't  been  expressed  here.  The  first  one  is  sort  of 
a  semantic  reservation.  When  we  talk  about  investment,  I  think  if 
we  chose  to  say  would  we  be  in  favor  of  allowing  foreign  carriers 
to  buy  access  to  the  United  States  without  negotiating  it  and  they 
could  go  to  private  parties  and  buy  that  access  without  even  going 
to  our  Government,  I  think  we  would  react  differently  to  that  no- 
tion. 

But,  in  fact,  when  a  foreign  carrier  is  investing  in  a  U.S.  carrier, 
generally  that's  the  purpose  for  its  investment.  In  fact,  I  don't 
think  it's  just  a  coincidence  that  in  the  last  few  years  we've  seen 
a  great  interest  in  investment  in  the  United  States  at  a  time  when 
the  U.S.  industry  is  losing  billions  of  dollars. 

So  if  you  look  at  this  in  terms  of  an  investment,  we  would  have 
a  much  different  attitude  toward  a  non-airline  investment.  We  be- 
lieve in  the  free  flow  of  capital  across  borders  on  a  non-airline 
basis.  But  when  it's  an  airline  investment  in  a  U.S.  carrier,  we  sus- 
pect that  there's  probably  other  things  involved  other  than  just  a 
desire  to  make  an  investment.  There  we  think  it's  open  to  possible 
abuse. 

When  we  talk  about  the  consequences  of  these  investments  in 
terms  of  liberalizing  the  international  regime,  there's  sort  of  an  un- 
written assumption  that  the  people  that  are  going  to  make  the  in- 
vestment are  going  to  be  large  countries  like  the  French  or  the 
Germans  or  the  UK  or  the  Japanese.  But  there's  nothing  to  pre- 
clude the  people  that  make  the  investment  to  buy  the  U.S.  carriers 
from  being  Singapore,  Cathay,  or  KLM,  and  so  forth,  and  I  ques- 
tion whether,  if  we  really  effectively  allowed  these  smaller  coun- 
tries to  gain  effective  control  over  U.S.  carriers,  it  would  do  much 
to  liberalize  these  markets. 
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In  fact,  these  countries  have  Uberal  policies  generally  because 
they  have  little  at  stake.  KLM  and  Northwest  has  worked  very  well 
for  KLM  and  Northwest,  but  if  you  looked  at,  for  instance,  the  last 
full  year's  statistics  for  the  U.S.-Netherlands  market,  the  U.S.  mar- 
ket share  is  18  percent.  It's  very  easy  to  have  a  so-called  liberal 
policy  when  you've  got  such  a  dominant  position  in  your  own  home 
market  that  you're  taking  virtually  no  risk  by  in  effect  liberalizing 
access  to  your  country. 

I  suspect  those  countries  that  would  be  most  in  favor  of  having 
open-skies  agreements  with  the  United  States,  including,  in  return, 
liberal  investment  rights  in  the  United  States,  would  be  those 
countries  that  have  very  little  at  risk  in  the  exchange. 

Mr.  Clinger.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

Mr.  Laughlin. 

Mr.  Laughlin.  Thank  you,  Mr.  Chairman.  I,  first,  apologize  for 
not  being  here  when  Secretary  Pena  finished,  because  I  had  some 
questions  for  him,  but  I  had  a  markup  in  the  Intelligence  Commit- 
tee on  our  intelligence  budget,  so  I  would  like  permission  from  the 
Chairman  to  submit  questions  to  the  committee  stsLfi"  to  be  for- 
warded to  Mr.  Pena  and  his  responses  to  be  made  a  part  of  this 
record,  if  that's  possible. 

Mr.  Oberstar.  Without  objection,  those  questions  will  be  submit- 
ted to  the  Secretary,  with  the  direction  that  he  respond  to  the  com- 
mittee and  to  the  gentleman  directly. 

Mr.  Laughlin.  Thank  you,  Mr.  Chairman. 

The  Japanese  market  is  extremely  important  to  U.S.  carriers  for 
several  reasons.  First,  the  demand  between  the  U.S.  and  Japan  re- 
mains strong,  and,  secondly,  U.S.  carriers  see  significant  opportuni- 
ties beyond  Japan.  Under  current  arrangements,  only  two  U.S.  car- 
riers have  meaningful  access  to  and  beyond  Japan.  I  understand 
the  terms  of  the  actual  bilateral  are  not  the  source  of  the  problem, 
but  that  subsequent  interpretations  and  understandings  have  re- 
sulted in  restrictive  agreements. 

What  do  you  recommend  that  our  Executive  Branch  or  this  com- 
mittee do  insofar  as  this  problem  in  dealing  with  Japan?  Any  of 
you  care  to  tackle  that? 

Mr.  Faberman.  Well,  Mr.  Laughlin,  I  think  you're  making  an  ex- 
cellent point.  This  is  an  example  of  a  market — Mr.  Murphy  sug- 
gested that  United's  single  biggest  demand  route  is  between  Chi- 
cago and  Tokyo,  and  the  reason  for  that  is  because  it's  a  limited 
route.  American  would  love  to  serve  Chicago-Tokyo,  and  we  cannot. 

So  we  would  like  to  see  our  Grovemment  move  very  quickly  to 
open  up  the  Japanese  markets,  open  up  all  of  that  part  of  the 
world,  and  we  can  do  that.  We  would  hope,  and  hopefully  with  your 
urging,  the  Department  would  immediately  begin  negotiations  with 
the  Japanese  government  to  get  that  process  under  way.  It  is  a 
very  liberal  bilateral,  it  just  hasn't  been  adhered  to  since  the  early 
1950s. 

So  we  think  there  is  an  awful  lot  of  opportunity  there.  We  think 
the  Government  should  take  immediate  steps  to  open  it  up  and  to 
increase  competition.  I  think  everyone  would  benefit.  There  is  no 
reason  for  this  market  to  be  as  restricted  as  it  is. 
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Mr.  Oberstar.  Would  the  gentleman  yield? 

Mr.  Laughlin.  Yes. 

Mr.  Oberstar.  Let  me  ask,  then,  in  that  context,  how  willing  is 
American  to  permit  Japan  beyond  rights  in  the  United  States  mar- 
ket for  opening  up  an  additional  service  into  Japan,  certainly  a 
right  that  the  Japanese  would  insist  upon? 

Mr.  Faberman.  Mr.  Chairman,  we  have  an  interesting  situation 
with  air  services  between  the  United  States  and  Japan.  Unlike 
most  of  the  other  bilateral  situations  that  we  have  where  each  car- 
rier only  has  a  hub  on  its  side — ^for  example,  British  Airways  had 
the  hub  in  the  UK,  we  had  hubs  on  this  side  when  we  granted  Brit- 
ish Airways  code-sharing  rights  into  the  United  States,  they  ob- 
tained hubs  on  both  sides.  In  the  Japanese  situation,  what's  inter- 
esting is  that  it  is  the  U.S.  carriers  that  have  the  hubs  on  both 
sides.  It  is  United  and  Northwest  that  have  hubs  in  the  United 
States  and  beyond  and  in  Japan  and  beyond,  and  it's  interesting 
that  the  Japanese  do  not  have  that  same  capability. 

So  I  think  that  is  something  that  our  Government  should  look  at, 
and  if  we  are  talking  about  a  true  liberal  regime  and  true  open 
sides,  then,  yes,  perhaps  we  should  be  allowing  the  Japanese  to  do 
the  same  thing  that  two  of  our  U.S.  carriers  can  do,  but  then  we 
should  be  allowing  all  the  U.S.  carriers  to  have  the  same  rights. 

Mr.  Seiden.  Mr.  Laughlin,  if  I  may  provide  a  few  of  our  views 
at  Northwest  about  what  you  characterized  as  a  Japan  problem,  I 
think  first  it's  important  to  put  this  into  context.  If  you  go  back 
and  look  in  Secretary  Pena's  prepared  remarks,  you'll  see  that  he 
describes  as  a  success  story  the  U.S.  penetration  of  the  Japan  mar- 
ket, and  he  points  out  in  his  prepared  remarks  that  today  U.S.  air- 
lines carry  66  percent  of  the  U.S.-Japan  market.  That's  a  rather 
significant  trade  balance  in  our  favor. 

In  fact,  air  transportation  is  one  of  the  few  sectors  in  which  U.S. 
industry  does  very,  very  well  in  Japan.  Not  only  do  we  have  66  per- 
cent of  the  U.S.-Japan  market,  but  U.S.  airlines  at  Tokyo's  Narita 
Airport  have  fully  35  percent  of  all  of  the  operations  at  Tokyo's 
Narita  Airport,  and  two  U.S.  airlines  hub  at  Tokyo's  Narita  Air- 
port, and  I  dare  say  you  will  not  be  able  to  find  any  other  inter- 
national airport  in  the  world  where  two  U.S.  carriers  have  the  ex- 
tensive type  of  hubbing  operations  at  a  foreign  port  that  Northwest 
and  United — and  it's  not  just  Northwest  and  United,  because  it's 
Federal  Express  as  well.  Federal  Express  hubs  at  Narita  Airport 
as  well  with  its  cargo  operations. 

So  the  U.S.  access  and  penetration  of  the  Japan  market  is  a  truly 
extraordinary  phenomenon  that  is  not  in  existence  any  other  place 
in  the  world.  That  has  to  be  juxtaposed  against  Japan's  incredible 
infrastructure  deficiencies.  If  you  just  look  around  at  some  of  the 
more  notable  airports  in  the  United  States,  you'll  see  JFK  has  four 
runways,  Los  Angeles  International  has  four  runways,  Dallas  has 
six  runways,  San  Francisco  has  three  runways,  Chicago  has  six 
runways,  Detroit  has  five  and  is  building  a  sixth.  Tokyo  has  one 
runway,  and  it  serves  the  entire  country,  and  talking  about  open 
skies  to  a  country  like  Japan  that  has  an  infrastructure  deficiency 
of  that  magnitude  is  simply  not  realistic. 

Japan  does  not  have  the  capability  of  opening  its  skies.  I  had  a 
law  professor  that  used  to  say  to  me  "You  can't  get  blood  from  a 
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turnip."  It  is  impossible  for  Japan  to  deliver  what  all  of  us  would 
want  them  to  deliver,  which  is  free  and  open  access  for  all  U.S.  air- 
lines. But  in  the  meantime,  we  should  not  lose  sight  of  the  fact  that 
the  U.S.  industry  has  a  truly  extraordinary  position  in  Japan  that 
is  perhaps  the  United  States'  most  valuable  international  aviation 
asset. 

Mr.  YOHE.  I  would  answer  your  question  by  commenting  on  Mr. 
Seiden's  statement,  and  I  agree  with  him  that  both  Northwest  and 
United  have  done  extraordinarily  well  in  the  Japan  market.  We'd 
like  an  opportunity  to  do  equally  well.  Mr.  Seiden  is  correct  in 
pointing  out  the  infrastructure  runway  limitations  at  Narita. 

But  putting  aside  for  a  moment  that  obvious  deficiency  in  terms 
of  actually  putting  a  lot  more  service  in  the  market,  the  biggest 
problem  that  we've  got  with  the  current  agreement  is  there's  really 
two  classes  of  carriers.  There's  United  and  Northwest,  and  then 
there's  everybody  else,  and  they  hold  substantially  more  rights 
both  into  and  beyond  Japan  than  anybody  else.  So  what  we  would 
like  to  see  in  the  U.S.  is  to  work  toward  a  new  agreement  that 
eliminates  that  distinction  and  gives  other  carriers  like  Delta, 
American,  Continental,  and  anybody  else  who  would  like  to  com- 
pete the  same  opportunities. 

Obviously,  to  answer  the  Chairman's  question,  if  we're  going  to 
give  the  Japanese  something  reciprocal  in  return,  such  as  access 
beyond  our  market  or  even  broad  code-sharing  rights  within  the 
United  States,  which  is  consistent  with  what  we  have  outlined — ^we 
would  make  that  trade  just  as  we  did  with  the  Dutch — obviously, 
we  would  have  to  guarantee  ourselves  that  there  would  be  some 
ability  for  us  to  exercise  the  rights  that  we  were  being  given,  and 
that's  obviously  a  big  problem  because  of  the  limitations  at  Narita. 
It's  the  same  problem  we  confront  with  the  British  at  Heathrow. 

Mr.  Laughlin.  Yes,  sir? 

Mr.  Murphy.  I  think  what  we're  hearing  here  is  clearly  a  distinc- 
tion between  the  haves  and  the  have-nots  when  it  comes  to  Japan, 
but  I  would  suggest  that  you  have  to  analyze  these  comments  on 
two  levels.  One  is,  first,  the  U.S.  versus  Japan,  and  as  you've 
heard,  on  that  level  we  do  very  well  in  the  Japanese  market.  With 
66  percent  of  the  market,  the  major  concern  in  Japan  is  how 
they're  going  to  rectify  that  problem,  and  if  we  were  in  the  reverse 
situation,  if  the  Japanese  carriers  had  66  percent  of  the  market, 
we'd  be  talking  here  of  how  we  could  fix  that  problem. 

The  problem  you  have  when  you  go  to  the  Japanese  and  you  try 
and  offer  them  something  in  return  for  additional  access  for  U.S. 
carriers  is,  as  I  mentioned  in  my  testimony  earlier,  they  look  at  the 
U.S.  domestic  market,  and  they  see  a  domestic  market  that  is  al- 
ready organized  into  hub-and-spoke  networks  at  virtually  all  the 
major  cities,  and  their  opportunities,  regardless  of  what  kind  of  ac- 
cess you  gave  them  in  the  United  States,  are  very  limited  in  terms 
of  being  able  to  build  a  competitive  presence  in  the  U.S.  So  the 
U.S.  has  tried  repeatedly  over  the  years  to  provide  some  incentive 
to  the  Japanese  to  adopt  more  liberal  policies,  and  the  Japanese, 
from  their  commercial  perspective,  do  not  see  those  opportunities 
as  realizing  any  real  benefits  to  their  carriers. 

So  if  you  look  at  it  from  a  U.S.-Japan  perspective,  the  problem 
we  have  is  that  there's  very  little  leverage  on  the  Japanese  that  we 
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have  with  the  Japanese  to  liberalize  that  market,  and  we  would  be 
in  favor  of  liberalizing  that  market.  As  we  said  earlier,  we  not  only 
bought  routes  in  to  the  Japanese  market,  but  we  would  benefit 
from  farther  liberalization  of  that  market. 

Now,  the  second  level  of  this  is  U.S.  carrier  versus  U.S.  carrier, 
and  on  that  level,  obviously,  when  you  look  at  the  kinds  of  suc- 
cesses that,  for  instance.  United  Airlines  has  had  in  this  market, 
that  provides  very  attractive  opportunities  for  other  U.S.  carriers. 
We  understand  that.  We  understand  that,  for  instance,  in  the  UK 
market,  where  only  United  and  American  can  operate  to  Heathrow 
currently.  But  those  are  not  policies  that  these  carriers  themselves 
came  up  with.  These  are  policies  which  the  foreign  government 
came  up  with,  and  we  are  not  responsible  for,  more  importantly, 
nor  do  we  have,  again,  any  good  way  of  changing  those  policies. 

There  has  been  some  indication  from  some  of  these  carriers  in 
the  past  that  the  U.S.  ought  to  trade  the  opportunities  it  has  in 
Japan  and  beyond  Japan  to  level  the  plajdng  field  amongst  U.S. 
carriers,  and  that's  the  problem.  You're  always  going  to  have  peo- 
ple that  will  advocate  that  the  U.S.  make  sacrifices  in  its  overall 
share  of  the  market,  as  long  as  their  slice  of  the  pie  grows  as  a  re- 
sult of  that  process.  That,  to  us,  doesn't  serve  the  U.S.  interest. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

The  gentleman  from  Greorgia,  Mr.  Collins. 

Mr.  Collins.  I  have  no  questions,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  DeFazio. 

Mr.  DeFazio.  I  thank  the  Chairman.  I  apologize  for  my  absence, 
but  I  was  called  away  by  the  staff  for  an  important  issue.  The  issue 
I  raised  with  the  Secretary,  if  it  didn't  come  up  during  the  inter- 
vening questions,  was  about  what  form  of  open  skies  are  we  en- 
couraging here,  in  particular  the  issue  of  cabotage,  the  issue  of 
open-skies  agreements,  as  suggested  by  one  of  my  colleagues  from 
the  other  side  of  the  aisle,  that  we  should  open  into  an  open-skies 
agreement  with  a  country  that  has  6  percent  of  the  population  of 
the  United  States,  and  the  implications  for  our  domestic  markets 
versus  our  expansionary  prospects  in  putting  all  of  those  people  on 
one  747  and  flying  them  around.  If  you  could  comment  on  what 
form  of  open-skies  agreements  you  are  individually  in  favor  of. 

Gro  ahead,  Mr.  Yohe. 

Mr.  Yohe.  I'll  start.  One  of  the  problems  we've  had,  Congress- 
man, is  this  administration  hasn't  defined,  number  one,  what  open 
skies  means,  and,  number  two,  when  and  where  and  with  whom 
they  will  offer  open  skies.  So  I  think  we've  got  a  real  problem 
there,  and  hopefully  in  its  establishing  its  policy  in  June,  we'll  have 
answered  those  questions.  As  I  pointed  out  in  my  testimony,  all  of 
us  have  different  views  of  what  liberalization  ought  to  mean,  and 
certainly  that's  true  with  a  lot  of  our  trading  partners  as  well. 

Again,  that's  why  I  think  it's  very  important— and  your  question, 
I  think,  addresses  it  directly — we  need  to  define  what  open  skies 
means.  From  our  point  of  view,  the  prior  administration  defined 
open  skies  properly  in  a  bilateral  context  by  essentially  saying  that 
open  skies  means  that  there  will  be  no  restrictions  on  carriers  of 
either  countries  in  terms  of  the  number  of  gateways  they  serve, 
which  gateways  they  serve,  rights  into  and  beyond  those  countries, 
as  well  as  pricing  freedom  and  no  restrictions  on  capacity.  It  did 
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not  contain  cabotage,  and  we  think  that's  appropriate,  and  in  our 
view  that's  something  that  we  should  never  trade  unless  we're 
going  to  get  something  of  comparable  value. 

Certainly,  in  the  examples  that  you  mentioned  and  the  ones  that 
I  support,  like  a  Switzerland  or  an  Austria  or  Finland  or  some  of 
the  Scandinavian  countries  who  are  all  very  eager  to  do  open  skies 
with  us,  we  would  not  want  to  see  the  U.S.  open  up  the  U.S.  mar- 
ket in  those  instances. 
Mr.  DeFazio.  Anybody  else  who  has  an  opinion? 
Mr.  Faberman.  We  certainly,  Mr.  DeFazio,  share  many  of  your 
concerns.  First  let  me  say  that  we  don't  believe  there  are  too  many 
carriers  throughout  the  world  that  are  interested  in  cabotage  any 
longer,  because  code  sharing  essentially  is  cabotage.  Instead  of 
using  their  own  aircraft  to  fly  around  the  United  States,  they  are 
using  their  U.S.  subsidiaries  or  U.S.  partners  to  fly  around  the 
United  States.  So  that's  why  we  don't  believe  you  will  see  much  of 
a  demand  for  cabotage. 

I  have  with  me — and,  Mr.  Chairman,  I  will  submit  it  to  the  com- 
mittee— a  map  that  shows  basically  what  you've  said.  The  United 
States  has  49.2  percent  of  the  world's  air  carrier  enplanements.  All 
of  Europe  has  only  28.4  percent.  Now,  we  would  suggest  that  when 
you  look  at  an  open-skies  agreement,  it  has  to  be  a  balanced  open- 
skies  agreement.  If  a  country  is  only  offering  us  a  tiny  market,  one 
airport,  we're  not  so  sure  that  you  should  give  them  total  access 
to  the  United  States,  code  sharing  rights,  and  everything  else. 
That's  not  a  fair  trade  for  the  United  States. 

So  I  think  you  have  to  look  at  what  the  overall  package  is  that 
the  other  country  is  giving  to  you,  which  is  why  we  certainly  share 
the  Chairman's  view  that  the  Department  has  to  do  thorough  eco- 
nomic analysis.  Let's  put  a  price  value  on  what  Switzerland  or  any 
other  country  is  offering  us  in  return  for  what  we  will  be  giving 
them. 
Mr.  DeFazio.  Yes,  sir? 

Mr.  Murphy.  I  think  that  I  would  agree  with  much  of  what  Mr. 
Faberman  said,  perhaps  for  somewhat  different  reasons.  I  don't 
think  code  sharing  is  cabotage.  I  think  in  fact  the  reason  that  you 
don't  hear  too  much  from  foreign  carriers  about  cabotage  any 
longer  is  because  not  many  people  welcome  the  opportunity  to  join 
us  in  that  rather  intense,  unprofitable  business  in  the  United 
States  of  flying  airplanes  against  each  other.  It's  not  an  oppor- 
tunity that  they  find  attractive.  Code  sharing  is  a  way  of  partici- 
pating in  the  market  through  an  alliance  with  a  U.S.  carrier  that 
has  already  made  those  investments  and  already  engaged  in  com- 
petition. 

But  I  think  in  terms  of  the  more  basic  question  of  entering  into 
an  open-skies  arrangement  with  small  countries,  I  don't  think  that 
you  can  look  at  this  on  a  bilateral  basis.  I  would  agree  with  the 
comments  that  were  made.  If  you  looked  at  this  purely  on  a  bilat- 
eral basis  in  which  you're  exchanging  access  to  a  very  small  market 
for  a  very  big  market,  it  doesn't  seem  to  make  a  lot  of  sense.  But 
in  many  cases  what  we're  really  looking  at  with  these  countries  is 
the  adjacent  countries,  and  there  are  commercial  dynamics  that  are 
not  limited  to  a  bilateral  basis. 
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We  don't  serve,  for  instance,  a  U.S.  to  Europe  on  a  bilateral 
basis.  We  serve  it  on  a  regional  basis.  And  if  a  market,  for  in- 
stance, such  as  the  Netherlands,  which  has  had  a  dramatic  impact 
on  competition  in  Europe,  can  serve  as  a  competitive  spur  to  open- 
ing up  other  larger  markets,  then  there  could  be  a  strategic  or  tac- 
tical reason  for  entering  in  such  an  arrangement  which,  on  a  pure 
bilateral  basis,  you  could  not  justify. 

So  I  think  you  have  to  look  at  each  particular  situation  in  the 
context  of  the  larger  regional  services  and  how  it  would  affect 
those. 

Mr.  DeFazio.  Yes,  sir? 

Mr.  Seiden.  Mr.  DeFazio,  thank  you. 

May  I  borrow  your  map?  [Laughter.] 

If  you  take  the  point  that  my  friend  Ed  Faberman  has  made 
looking  at  this  map,  it's  a  formula  for  bilateral  disaster.  If  you 
want  equality  of  opportunity,  the  United  States  is  50  percent  of  the 
world  and  Europe  is  28  percent  of  the  world,  and  they  don't  add 
up,  so  you  wouldn't  even  do  a  deal  between  the  U.S.  and  the  Euro- 
pean Union  because  it's  still  a  two-to-one  deal,  and  it's  very  easy 
for  a  company  that  is  interested  in  freezing  things,  that  they  are 
now,  to  argue,  "Well,  a  two-to-one  deal  is  not  a  very  good  deal,  so 
you  shouldn't  do  that  deal,  either." 

What  you  really  need  to  be  focusing  on  is  what  United  has  been 
saying,  which  is,  what  are  the  strategic  implications  of  doing  an 
open-skies  bilateral  with  a  particular  country,  no  matter  what  its 
size?  We  know  from  our  experience  in  the  U.S.-Grerman  talks  that 
the  Northwest-KLM  alliance  put  enormous  pressure  on  Lufthansa 
to  get  an  alliance  of  its  own. 

Up  until  the  taking  root  of  the  Northwest-KLM  alliance,  the  only 
demand  the  Germans  had  was  to  severely  cut  back  and  restrict 
U.S.  carrier  rights.  They  wanted  to  restrict  Delta's  Freedom  net- 
work very  severely,  they  wanted  to  cut  back  U.S.  capacity  very  se- 
verely, and  during  the  course  of  these  difficult  talks,  Lufthansa 
identified  the  need  to  have  an  alliance  to  meet  the  new  competition 
it  was  getting  from  Northwest-KLM,  and  that  had  the  effect  of  giv- 
ing the  United  States  something  to  negotiate  and  giving  the  United 
States  the  opportunity  to  extract  from  the  Germans  a  whole  group 
of  concessions  they  couldn't  have  extracted. 

I  think  the  most  important  thing  that  has  been  achieved  is  a 
German  commitment  to  negotiate  open  skies,  which  I  believe  they 
mean.  In  fact,  the  first  round  of  open  skies  talks  begins  next  month 
between  U.S.  and  German  delegations.  I  believe  they  mean  it  not 
because  they  want  to  do  it  diplomatically  or  politically,  I  believe 
they  mean  it  because  they  have  to,  because  they  have  to  enhance 
the  value  of  Lufthansa's  alliance  with  United,  and  the  only  way 
they  can  do  that  is  through  open  skies. 

Mr.  DeFazio.  Well,  thank  you.  There's,  I  think,  certainly  some 
agreement  and  then,  obviously,  a  little  bit  of  discord  on  some  of  the 
points,  but  I  think  the  key  words  to  me  were  having  a  strategic  vi- 
sion for  the  United  States,  and  I  guess  I  have  yet  to  see  that  out 
of  DOT  in  terms  of  these  negotiations,  and  I  hope  that  we  get 
there,  and  the  fairness  issue. 

I'd  just  point  to  one  other  point  which  was  made  talking  about 
our  domestic  market  as  an  unprofitable  market.  Well,  if  we  look  at 
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the  experience  of— let's  take,  for  instance,  the  television  industry. 
We  are  the  world's  largest  consumer  of  televisions.  The  Japanese 
have,  as  of  now,  other  competitors  as  it's  moved  beyond  Japan,  but 
initially  the  Japanese  began  domination  of  the  market  by  selling 
at  below-cost  in  the  United  States.  They're  interested  in  market 
share  and  long-term  profitability  when  they  beconie  monopolistic  in 
terms  of  jacking  up  the  price  as  opposed  to  immediate  returns. 

So  I  wouldn't  just  say  we  are  defending  ourselves  because  it's  so 
difficult  to  compete  in  the  market,  because  there  are  foreign  enti- 
ties that  take  a  longer-term  view  and  would  be  willing  to  come  in 
and  lose  money  for  a  lot  of  years  in  order  to  establish  some  market 
dominance,  with  a  longer-term  strategic  vision  of  where  they're 
headed  in  the  world.  So  I  think  we  need  to  be  cautious  there. 

And  if  I  could  use  a  very  parochial  and  simple  issue  from  my  re- 
gion, in  our  Canadian  free  trade  agreement,  one  of  the  issues  was 
plywood,  and  our  brainy  negotiators  got  access  for  the  United 
States  to  the  Canadian  plywood  market  in  return  for  them  getting 
access  to  ours.  Well,  of  course,  our  plywood  market  is  11  times 
larger  than  the  Canadian  plywood  market,  and  even  then  we  didn't 
get  access  to  their  market,  because  they  said,  "Those  standards  are 
set  by  our  builders  board,  and  that's  actually  independent  of  the 
government,  and  they  don't  like  your  plywood  because  the  knots 
are  too  big  and  too  far  apart,  even  though  it  meets  all  the  struc- 
tural tests.  Our  knots  are  smaller  and  closer  together.  So  you  can't 
sell  the  plywood  here  anyway."  So  they  got  total  access  to  our  mar- 
ket, and  we  never  got  access  to  theirs. 

So  I  just  think  we've  got  to  get  smart  about  this  stuff,  and  I'm 
just  concerned — and  I'm  glad  to  see  that — I  mean,  I  think  you're 
all  thinking  about  this  and  hopefully  pushing  DOT  to  not  take  the 
Adam  Smith  view  of  the  world.  Adam  Smith  came  up  with  theories 
of  free  trade  200  years  before  now,  long  before  there  was  interconti- 
nental jet  travel.  His  theories  don't  work  so  well  in  a  modem  world 
where  you've  got  modified  mercantilist  nations  such  as  Japan  and 
others  who  are  acting  much  more  in  their  national  interest. 

Mr.  Yohe,  were  you  going  to  respond? 

Mr.  Yohe.  Yes,  because  it  gave  me  an  opening  to  respond  to  Mr. 
Seiden's  comment  about  Germany,  the  statement  that  we  got  a 
good  deal  with  Germany  because  they  promised  to  liberalize  and 
we're  going  to  start  liberalization  talks.  Down  South  we  have  an 
expression  about  a  pig  in  a  poke,  and  I  think  that's  exactly  what 
we've  done  here.  We  shouldn't  give  them  access  to  our  market, 
which  is  exactly  what  we  did,  in  exchange  for  a  future  promise  of 
liberalizing.  We  think  that's  a  serious  mistake,  and  it's  analogous 
to  your  situation  in  the  pljrwood  industry. 

Mr.  Faberman.  I  just  wanted  to  add  30  seconds,  and  that  is  that 
another  danger  is  state  subsidies.  We  are  seeing  our  foreign  com- 
petitors not  only  resisting  open  skies,  but  seeking  billions  and  bil- 
lions of  dollars  in  foreign  subsidies.  The  Spanish  government  gave 
Iberia  over  $1  billion  in  subsidies  on  the  condition — it  was  ap- 
proved by  the  EC,  but  it  was  approved  on  the  condition  that  that 
money  not  be  used  to  compete  within  the  EC,  but  only  be  used  to 
compete  over  the  Atlantic.  I  think  that's  what  another  danger  is, 
that  we  will  see  foreign  governments  subsidizing  entry  into  the 
United  States. 
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Mr.  DeFazio.  That's  interesting.  I  was  unaware  of  that. 

Thank  you,  Mr.  Chairman.  Thank  you  for  the  generous  amount 
of  time. 

Mr.  Oberstar.  Mr.  Clinger,  any  further  questions? 

Mr.  Clinger.  [No  audible  response.] 

Mr.  Oberstar.  Mr.  Collins. 

Mr.  Collins.  [No  audible  response.] 

Mr.  Oberstar.  Mr.  Laughlin. 

Mr.  Laughlin.  Thank  you,  Mr.  Chairman. 

Talking  about  infrastructure  constraints,  as  some  of  you  have, 
and  the  Secretary  did  in  his  comments,  and  also  competition,  while 
it  doesn't  probably  come  up  on  the  scale  as  high  as  some  of  the 
other  items  you've  talked  about,  I  have  visited  with  a  number  of 
your  employees,  particularly  the  pilots,  who  tell  me  of  a  discrimina- 
tory practice,  and  I  want  to  see  how  you  evaluate  the  landing  fee 
situation. 

I'm  told  by  a  number  of  your  pilots,  all  four  of  you  representa- 
tives here,  that  whether  we're  talking  about  Japan  or  Europe,  our 
comparable-sized  airplane  pays  substantially  more  than  the  Euro- 
pean or  Japanese  comparable-sized  airplane  landing  at  our  air- 
ports. Indeed,  I'm  told  by  your  employees  that  our — and  when  I  say 
"our,"  I'm  talking  about  United  States  of  America  airplanes  that 
you  four  are  representing — pay  substantially  more  landing  fees  in 
those  countries  of  Europe  and  Japan  than  their  respective  carriers 
pay  at  the  same  airport. 

First,  is  that  true,  and,  secondly,  is  it  a  problem  for  you  from  a 
competitive  viewpoint,  and,  third,  should  I  just  ignore  your  employ- 
ees when  they  tell  me  things  like  that? 

Mr.  Faberman.  Mr.  Laughlin,  we  have  adl  learned  not  to  ignore 
our  employees  when  they  speak  up.  They  are  right.  In  Europe, 
there's  a  system  called  Euro-Control,  and  it's  not 

Mr.  Laughlin.  Let  me  interrupt  just  a  second.  And,  since  you 
said  that,  what's  your  recommendation  for  what  we  do  or  our  Gov- 
ernment do? 

Mr.  Faberman.  Euro-Control  System,  which  is  a  fee  system  put 
on  flights  flying  throughout  Europe — it's  not  necessarily  landing 
charges.  The  way  it's  set  up  in  Europe,  charges  are  set  by  each 
country  you  fly  through,  each  country's  airspace  you  use.  Those 
charges  are  inordinately  high.  They're  four  to  five  times  higher 
than  what  it  would  take  to  fly  in  the  United  States. 

Now,  one  of  the  reasons  why  there  is  a  discrepancy  is  because 
it's  a  weight-based  charge.  In  other  words,  they  charge  larger  air- 
craft more  money  to  fly  through  the  airspace,  although  there  is  no 
real  nexus  in  that;  therefore,  charges  for  European  carriers,  be- 
cause they  have  a  lot  of  smaller  aircraft,  are  on  the  average  much 
lower  than  ours.  There's  no  question  that  it's  much  higher  for  U.S. 
carriers,  there's  no  question  it's  discriminatory. 

I  would  add  that  we  are  starting  to  see  the  same  problem  in 
Central  America,  Latin  America.  The  Cubans,  for  example,  are  try- 
ing to  bring  U.S.  money  into  their  country  by  charging  us  inordi- 
nate fees  to  fly  over  their  country. 

It's  a  serious  problem,  and  quite  frankly,  Mr.  Laughlin,  it's  a 
problem  that  has  been  ignored  by  both  the  Department  of  Trans- 
portation and  the  Department  of  State.  We  have  asked  them  on  nu- 
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merous  times  to  get  involved  in  these  Euro-Control  charges,  and 
they  have  refused  to. 

I  will  just  add  one  other  thing  on  your  overall  statement  on  con- 
gestion and  infrastructure  problems.  Mr.  Seiden  talked  about 
Narita.  We  should  all  be  glad  that  there  will  be  a  new  airport  open- 
ing in  Osaka,  so  hopefully  some  of  the  infrastructure  problems  in 
Japan  will  no  longer  be  there.  But  this  charge  problem  is  a  real 
problem,  and  we've  been  ignored  whenever  we've  brought  this  to  ei- 
ther the  Department  of  Transportation  or  the  Department  of  State. 

Mr.  YOHE.  I  think  Euro-Control  is  a  good  example.  It  was  re- 
cently brought  to  my  attention  that  there  may  be  some  situations 
in  Europe  where  we  pay  landing  fees  that  are  different  than  the 
home  carrier.  I  don't  know  whether  those  are  true  or  not.  Unfortu- 
nately, just  like  in  this  country,  the  airport  authorities  in  Europe 
don't  open  up  their  books  to  us,  so  we're  not  really  sure  what  their 
methodology  is  and  whether  it's  different  for  U.S.  carriers  than  for- 
eign carriers. 

Certainly,  if  we  discover  that  there  are  discrepancies,  there  are 
appropriate  remedies  and  sanctions  available  to  us  in  the  Inter- 
national Fair  Competitive  Practices  Act,  as  well  as  the  agreements 
we  have  with  those  countries,  all  of  which  generally  have  a  provi- 
sion that  requires  that  there  not  be  any  discriminatory  treatment 
among  carriers  regarding  charges. 

Mr.  Laughlin.  Well,  Mr.  Chairman,  I  think  at  some  point  we 
ought  to  explore  that.  That's  all  the  questions  I  have.  I  just  got  a 
note  that  a  very  important  constituent  of  mine  is  waiting  for  me 
in  my  office — my  daughter.  [Laughter.] 

Mr.  Oberstar.  That  is  the  most  important  one. 

Mr.  Laughlin.  She  does  vote  in  my  district,  so  I'm  going  to  run 
back  and  see  what  she  needs. 

Mr.  Oberstar.  I've  got  news  for  you.  There  isn't  a  vote  in  the 
carload  here  for  you.  [Laughter.] 

I'd  like  to  explore  a  few  questions  further.  On  the  matter  of  for- 
eign investment,  which  is  an  element  of  current  U.S.  policy,  but 
certainly  an  element  of  any  future  policy  in  aviation,  is  there  any 
foreign  carrier  in  which  any  U.S.  carrier  is  anxious  to  invest,  or  is 
the  investment  interest  only  a  one-way  street,  foreign  to  U.S.? 

Mr.  Seiden.  From  time  to  time,  Mr.  Chairman,  Northwest  has 
looked  at  the  possibility  of  making  investments  in  emerging  car- 
riers in  emerging  air  transportation  markets  in  Asia.  We  haven't 
really  been  in  much  of  an  investment  mode  at  Northwest  for  a 
number  of  years  now,  Mr.  Chairman 

[Laughter.] 

Mr.  Oberstar.  A  modest  statement. 

Mr.  Seiden  [continuing].  Although  we're  starting  to  feel  a  little 
bit  more  feisty  now  than  we  were  a  year  ago.  But,  yes,  we  have 
looked  at  those  possibilities.  They've  not  come  to  anything,  but 
we've  actually,  in  a  couple  of  cases,  done  very  elaborate  studies  of 
those  possibilities  and  do  believe  that  things  like  that  can  and 
probably  will  happen  before  the  decade  is  out  in  Asia. 

Mr.  YOHE.  I  would  agree  with  Elliott.  We're  probably  not  in  a  po- 
sition right  now  to  do  it,  but  hopefully  in  the  near  future  we  will 
be  in  a  position  to  do  it.  If  we  desire  to  do  it,  we  certainly  believe 
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that,  consistent  with  their  ability  to  invest  here,  we  should  be  per- 
mitted to  invest  there. 

Mr.  Faberman.  Mr.  Chairman,  I  would  say  that  it  is  primarily 
a  one-way  street,  only  because  none  of  us  is  really  in  a  position  to 
invest  in  most  foreign  carriers.  But  I  think  in  some  cases  those  op- 
portunities may  exist.  In  most  countries,  however,  laws  would  not 
allow  that  tj^je  of  investment,  or  if  they  did — we,  for  example,  ex- 
plored some  opportunities  in  the  UK.  Under  the  EC  rules,  you 
would  no  longer  be  considered  an  EC  carrier  if  you  had  any  signifi- 
cant ownership  outside  of  the  EC.  So  there  are  a  lot  of  rules  and 
requirements  that  would  make  those  t3rpe  of  opportunities  very 
minor. 

Mr.  Oberstar.  Mr.  Murphy. 

Mr.  Murphy.  I  generally  agree.  We've  looked  at  a  number  of  situ- 
ations where  we've  looked  at  some  investment  below  the  statutory 
guidelines  in  those  countries.  I  think  the  statutory  guidelines  or  re- 
strictions are  a  real  limitation,  because  you're  just  making  an  in- 
vestment without  any  real  ability  to  control  what  happens  to  your 
investment,  and  that's  always  a  limitation. 

On  the  other  hand,  I  think  that  another  factor  is  that,  for  the 
most  part  nowadays,  we  are  the  low-cost  operators.  When  you're 
looking  at  making  a  foreign  investment,  you're  usually  looking  at 
some  foreign  carrier  that's  a  high-cost  operator  who's  got  a  lot  of 
baggage  he's  carrying  with  him  and  doesn't  really  present  a  very 
attractive  opportunity.  I  suspect  over  time,  as  these  foreign  carriers 
are  forced  to  become  more  competitive,  to  become  more  efficient, 
they're  also  going  to  be  more  attractive  as  an  investment  oppor- 
tunity if  the  laws  were  to  change  to  allow  that. 

Mr.  Oberstar.  Well,  yes,  and  the  problem  with  most  of  the  coun- 
tries with  whom  we  are  negotiating  is  that  their  carriers,  in  most 
cases,  are  national  carriers  owned  by  the  national  government,  and 
they  carry  the  flag  of  that  country,  and  there's  an  emotional  as  well 
as  financial  attachment. 

But  we  are  seeing  the  drive  toward  denationalization  in  the  Eu- 
ropean community.  It's  not  a  high-speed  drive.  It's  proceeding  at 
about  the  pace  of  a  4th  of  July  parade  as  it  turns  a  corner.  Yet 
there  are  pressures.  Lufthansa  is  on  track  for  denationalization. 
Air  France  has  a  long  way  to  go  before  they  will  be  nationalized, 
and  the  same  with — I  won't  go  through  the  litany  of  other  carriers. 
But  does  that  pace  of  denationalization  concern  you  as  an  element 
of  international  policy? 

Mr.  Faberman.  Well,  Mr.  Chairman,  I  think  the  concern  that  we 
have  is  the  comment  I  made  to  Mr.  DeFazio.  We  are  very  con- 
cerned about  state  subsidies.  We  are  concerned  about  what  many 
of  these  countries  are  doing  for  their  national  carriers.  We  think 
it  would  enhance  competition,  enhance  our  ability  to  compete,  if 
these  carriers  were  privatized  and  they  were  separated  from  the 
state  checkbook. 

So,  yes,  we  are  concerned,  and  it's  difficult  to  compete  with  car- 
riers that  are  supported  in  that  way  by  their  own  governments.  It's 
also  difficult  to  negotiate  with  countries  that  are  in  there  negotiat- 
ing for  a  carrier  that  it  controls  and  owns,  which  is  one  of  the  rea- 
sons why  many  of  these  negotiation  sessions  are  so  lengthy. 
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Mr.  Oberstar.  I  appreciated  the  distinction  I  think  Mr.  Murphy 
made  between  investment  by  an  airline  and  a  non-airline  interest 
in  a  U.S.  carrier,  and  I  think  that's  a  valid  and  important  distinc- 
tion for  us  to  keep  in  mind  as  we  evolve  policy.  If  foreign  govern- 
ments are  not  denationalizing,  if  the  national  checkbook  always 
stands  behind  that  carrier,  then  how  open  can  open-skies  agree- 
ments be,  and  how  wise  is,  as  an  element  of  that  policy,  expanding 
the  opportunity  for  investment  in  U.S.  carriers  by  foreign  airline 
interests? 

Mr.  Murphy. 

Mr.  Murphy.  I  guess  I  don't  think  the  history  of  aviation  really 
supports  the  idea  that  government  ownership  and  subsidies  work 
all  that  well.  I  mean,  if  you  look  at  the  French  market,  which  is 
going  to  be  one  of  the  classic  examples  of  government  ownership 
and  subsidy,  it  hasn't  exactly  made  Air  France  one  of  the  feared 
competitors  in  the  world.  In  fact,  to  some  extent,  they've  become 
somewhat  of  a  patsy  in  the  international  marketplace.  So  I  think 
the  U.S.  carrier  share  of  the  French  market,  even  while  this  sub- 
sidy and  government  ownership  was  going  on,  was  dramatically  in- 
creasing, which  is  why  the  French  renounced. 

So  I  think  the  reason  that  governments  are  going  to  privatization 
is  they've  seen  that  subsidies  and  government  ownership  just  don't 
work.  It's  a  policy,  in  effect,  in  which  you  just  are  dumping  money 
down  a  black  hole  and  producing  nothing  in  the  way  of  competitive 
results.  That's  what  I  think  is  motivating  these  governments  to  pri- 
vatize their  industry.  So  I  think  this  is  a  trend  that's  going  to  con- 
tinue, and  it's  not  going  to  go  back  toward  subsidies. 

On  the  other  hand,  there  are  going  to  be  some  transition  costs, 
and  I  think  Air  France  is  a  good  example  of  that.  Whether  the3r'll 
ever  get  out  of  that  transition  is  probably  questionable. 

Mr.  Oberstar.  Well,  as  long  as  the  foreign  government  sees  its 
carrier  in  an  investor-investment  relationship,  as  the  director  of 
civil  aviation  in  France  some  years  ago  said  to  me  when  I  objected 
to  their  putting  $400  million  more  into  Air  France  at  the  time  of 
the  Gulf  War,  he  said,  "We're  only  doing  what  a  prudent  investor 
would  do  to  shore  up  a  company  in  which  he  is  an  investor,"  and 
I  said,  "Well,  I  think  you'd  do  a  whole  lot  better  to  buy  some  747s 
and  compete  in  the  U.S.-France  marketplace  than  to  renounce  the 
bilateral  and  put  more  money  to  shore  up  your  carrier,  who's  bleed- 
ing money  profusely."  And  I  said  it  in  French  so  there  could  be  no 
mistaking  it.  [Laughter.] 

Explain  to  me  how  there  can  be  real  competition  on  service  in 
which  U.S.  and  foreign  carriers  code  share  with  blocked  space  and 
joint  service  on  a  single  aircraft. 

Mr.  YOHE.  I'll  be  glad  to  answer  that,  since  we  do  it.  It's  very 
simple.  We  go  out  and  negotiate  a  price  for  a  certain  number  of 
seats  on  a  foreign  carrier,  just  as  in  some  cases,  they  do  the  same 
on  a  Delta  airplane.  We  are  then  responsible  for  that  inventory. 
Our  incentive  is  to  sell  those  seats  at  whatever  the  market  will 
bear  and  hopefully  at  a  profit,  and  that's  exactly  what  we  do. 

So  we  take  those  seats  and  we  put  them  out  on  the  market  as 
if  they  are  our  own,  independent  of  what  the  other  carrier  who 
happens  to  be  producing  the  seat  is  selling  its  product  at,  and  we 
sell  them  at,  as  you  know,  Mr.  Chairman,  a  variety  of  fare  levels 
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that  exist  in  each  of  the  classes  of  service  involved.  How  many  we 
sell  at  the  APEX  or  super  APEX  or  whatever  depends  upon  market 
conditions. 

So  what  you've  got  is  a  second  seller  at  a  different  price.  It  would 
be  no  different  than  if  you  were  to  sell  it  to  a  wholesaler  or  some- 
body else,  a  big  travel  agent  or  whatever,  they  are  then  responsible 
for  taking  those  seats  and  selling  them  and  making  sure  that  they 
cover  the  cost  of  the  purchase  price  of  those  seats. 

So  in  essence  you  now  have  two  carriers  on  the  same  airplane 
selling  seats  independent  of  one  another,  and  they  don't  know  what 
the  other  guy  is  selling  them  at,  and  since  we've  already  paid  for 
them,  we've  got  to  make  sure  that  we  sell  them  so  that  we  cover 
our  costs.  So  that's  where  the  pro-competitive  aspect  of  that  t3T)e 
of  arrangement  exists. 

Mr.  Oberstar.  When  that  happens  in  the  U.S.  marketplace  and 
one  carrier  offers  a  discount  fare,  it  doesn't  take  very  long  for  the 
other  carriers  to  match  that  fare. 

Mr.  YOHE.  That's  right,  and  that's  pure  price  competition,  and 
that's  what  exists,  whether  we  were  flying  an  airplane  independent 
of  them  or  whether  we  have  seats  on  the  same  airplane.  That's 
what  pure  market  competition  is  all  about. 

Mr.  Seiden.  Mr.  Chairman,  I  can  ratify  the  essence  of  what  Mr. 
Yohe  is  saying  based  on  our  own  experience  with  KLM.  The  first 
joint  activities  Northwest  and  KLM  pursued  were  the  t3T)e  that  Mr. 
Yohe  is  describing,  which  was  blocked  space  code  sharing,  and  it 
was  on  the  Minneapolis/St.  Paul-Amsterdam  route,  when  we  first 
started  that  service,  and  we  bought  half  the  seats  from  KLM  at  an 
agreed  contractual  price  and  then  competed  against  them. 

In  fact,  the  first  thing  we  did  when  the  service  started  was  we 
offered  triple  mileage  on  our  frequent  flyer  program  on  our  144 
seats,  and  KLM  was  not  in  the  position  to  match  that,  and  they 
were  very  cross  with  us,  I  can  tell  you,  although  there  was  nothing 
they  could  do  about  it,  and  our  view  was,  "We  are  competing 
against  you.  We  are  required  by  our  laws  to  compete  against  you." 

But  it  made  for  a  difficult  type  of  a  partnership,  because  the  es- 
sence of  the  partnership  is  both  parties  have  to  succeed,  or  else 
eventually  it  will  go  away. 

Mr.  Oberstar.  You're  still  competing  for  the  available  seats  on 
a  single  747. 

Mr.  Seiden.  Yes. 

Mr.  Oberstar.  You're  not  competing  two  747s. 

Mr.  Seiden.  That's  right. 

Mr.  Oberstar.  The  market  is  not  expanding  is  my  concern. 

Mr.  Seiden.  The  market  is  not  expanding.  I  have  no  doubt  that 
Delta  is  complying  with  the  laws  as  rigidly  as  we  were,  and  there 
are  prohibitions  against  price  coordination.  I'm  sure  Delta,  as  we 
did  when  we  had  that  relationship — we  set  our  prices,  we  set  our 
promotional  programs  completely  independently  from  KLM  and 
sold  our  seats  as  we  deemed  appropriate.  We  don't  do  that  any- 
more. The  nature  of  our  alliance  has  evolved  into  a  much  more  vi- 
brant and  effective  alliance,  and  the  result  has  been  a  225  percent 
increase  in  capacity,  because  we're  able  to  coordinate  with  KLM 
and  compete  against  these  guys  instead  of  each  other,  which  has 
made  for  a  much  more  competitive  marketplace. 
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Mr.  YOHE.  Mr.  Chairman,  if  I  might  add,  there  are  really  two 
reasons  why  we  do  it,  and  you're  absolutely  right,  we're  not  com- 
peting based  upon  putting  more  seats  in  the  market.  We're  simply 
competing  based  on  independently  selling  the  seats  that  are  al- 
ready there,  independent  of  one  another,  and  having  responsibility 
and  a  profit  incentive  for  doing  that. 

We  do  it  for  two  reasons.  One  is,  there's  a  lot  of  markets  that 
we  found,  particularly  after  acquiring  the  Pan  Am  assets,  where 
the  markets  really  aren't  big  enough  to  sustain  the  kind  of  capacity 
that  existed  in  the  market,  and  by  flying  a  Delta  airplane  against 
somebody  else  in  the  market,  we  found  out  that  we  simply  could 
not  make  money.  We  didn't  want  to  exit  that  market,  but  we 
couldn't  continue,  as  prudent  businessmen,  to  fly  an  airplane  and 
continue  to  lose  money.  So  this  was  a  way  of  staying  in  the  market 
but,  at  the  same  time,  doing  it  in  a  profitable  manner. 

The  other  is  the  case  of  Virgin  Airways,  where,  unfortunately, 
the  Bermuda  II  agreement  doesn't  allow  Delta  to  offer  service  be- 
tween JFK  and  Heathrow.  If  we  had  that  right,  we  would  do  it,  but 
we  do  not,  so  this  is  the  only  other  way  that  we  can  enter  that 
market. 

Mr.  Oberstar.  I'm  sure  others  want  to  comment  on  that,  but  I 
want  to  proceed  to  just  a  couple  more  points  and  not  hold  you  or 
other  witnesses  too  much  longer  and  give  everybody  a  second  wind 
by  having  a  lunch  break. 

Mr.  Faberman,  your  testimony  on  the  renunciation  issue  between 
the  U.S.  and  the  UK,  what  would  happen  after  renunciation?  What 
do  you  see?  Freezing  of  the  status  quo  under  reciprocity  and  com- 
ity, or  would  you  ask  the  U.S.  Grovernment  to  limit  rights  of  the 
UK  in  our  market  under  that  bilateral?  And  then  how  do  they  re- 
taliate, and  where  does  the  cycle  end?  Or  do  we  just  throw  the 
atomic  bomb  and  blow  it  all  up  and  say  no  service? 

Mr.  Faberman.  Mr.  Chairman,  we  reluctantly  suggested  that  the 
only  approach  we  can  take  is  renunciation  for  a  number  of  reasons. 
First,  the  bilateral  structure  itself  says — and  basically  the  way 
DOT  has  interpreted  it — that  they  cannot  modify  or  really  do  any- 
thing with  the  bilateral  until  one  year  after  it's  renounced.  So  we 
have  a  bilateral  which  we  believe  is  one-sided.  I  think  the  Sec- 
retary has  admitted  it's  one-sided.  He  personally  has  tried  for  the 
past  16  months  to  negotiate  changes  to  that  bilateral.  He  has  been 
unsuccessful.  We  don't  believe  that  there  is  any  real  reason  for  the 
British  to  come  to  the  negotiating  table  again,  so  there  is  really  no 
way  for  this  Department  of  Transportation  or  this  Administration 
to  amend  that  bilateral  agreement  without  first  renouncing  it. 

Now,  the  way  renunciation  works  is  that  if  you  do  renounce,  you 
do  go  through  basically  a  year  of  the  status  quo.  While  some  of  us 
may  feel  that  we  shouldn't  have  to  wait  a  year,  that's  the  way  it's 
been  interpreted.  So  we  wait  a  year.  It  would  be  our  view  at  that 
point,  after  the  year  is  up,  that  our  Department  would  then  start 
to  make  the  changes,  unilaterally,  if  necessary,  to  the  bilateral  that 
would  create  that  level  playing  field.  If  the  other  side  wishes  to 
take  some  action  against  U.S.  carriers,  then  we  would  trust  our 
Government  would  defend  those  U.S.  carriers. 

But  there  was  a  point  made  before — and,  certainly,  I  don't  think 
any  of  us  would  want  to  see  a  cessation  of  service  between  any  two 
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countries,  particularly  American,  which  the  UK  is  one  of  our  big- 
gest international  markets.  But  I  can  assure  you  no  matter  how 
much  pain  that  would  cause  American  Airlines  or  the  U.S.  carrier 
industry,  the  pain  for  British  Airways  and  the  UK  carriers  would 
be  10-fold.  They  could  not  survive  without  serving  the  United 
States.  Our  passengers  could  go  through  Amsterdam,  could  go 
through  Frankfurt,  could  go  through  Paris,  they  could  go  many 
other  ways.  It's  the  UK  that  would  suffer  the  most. 

So,  unfortunately,  we  don't  really  see  any  other  way  to  change 
the  bilateral  to  level  the  playing  field  other  than  through  renunci- 
ation. 

Mr,  Oberstar.  Well,  in  the  case  of  the  French-U.S.  bilateral, 
after  renunciation  traffic  declined  from  3.8  million  to  3.2  million 
passengers,  the  French  said,  "You  see?  We  told  you  there  wasn't 
room  for  growth.  We  told  you  that  the  capacity  of  that  market  was 
limited  and  we  shouldn't  open  it  up."  Of  course,  it's  a  self-fulfilling 
prophecy. 

Mr.  Faberman.  Well,  Mr.  Chairman,  I  think  there  were  a  num- 
ber of  reasons  why  traffic  to  France  has  decreased.  Some  of  it  is 
the  success  story  that  Mr.  Seiden  talked  about,  some  of  it  is  the 
other  success  stories  that  exist  in  Europe.  But  there  is  additional 
demand  to  go  to  France  today.  Some  of  us  have — I  believe  North- 
west has  attempted  to  get  some  code  sharing  into  France.  We've  at- 
tempted to  do  it,  and  the  French  Government  has  turned  us  down. 

So  there  is  some  additional  demand  for  capacity,  yet  we  have 
lived  with  an  agreement  that  was  renounced  two  and  a  half  years 
ago.  The  world  hasn't  come  to  an  end.  I  would  hope  that  we 
wouldn't  go  through  two  and  a  half  years  of  a  renounced  UK  bilat- 
eral before  we  would  see  a  new  agreement. 

Mr.  Oberstar.  Thank  you. 

Mr.  Murphy. 

Mr.  Murphy.  I  can't  resist  commenting  on  this,  first  on  France. 
United  Airlines  is  probably  the  only  carrier  that  doesn't  have  ac- 
cess to  the  New  York-Paris  market,  and  the  New  York-Paris  mar- 
ket has — about  41  percent  of  all  business  travel  goes  New  York- 
Paris,  and  those  business  travelers  aren't  just  going  to  New  York- 
Paris.  They're  going  to  other  markets  as  well. 

So  to  a  large  extent.  United  Airlines'  ability  to  compete  in  the 
French  market  is  greatly  crimped  by  its  inability  to  compete  in  the 
New  York-Paris  market,  and  that  is  one  of  the  effects  of  renunci- 
ation. It  has  not  given  us  any  opportunity  to  expand  into  that  mar- 
ket. So  renunciation  in  the  French  market  has  had  a  dramatic  im- 
pact on  United's  ability  to  compete  in  that  market.  Now,  other  car- 
riers that  already  have  a  New  York-Paris  market  aren't  feeling 
that  same  effect.  Maybe  they're  even  feeling  some  benefit. 

Second,  with  regard  to  the  UK,  the  idea  that  renunciation  is 
somehow  going  to  have  this  dramatic  effect  on  British  carriers  and 
not  on  U.S.  carriers,  it  seems  to  me,  is  seriously  flawed,  and  the 
reason  it's  flawed  is  because  usually  in  a  situation,  the  reason  the 
foreign  country  is  prepared  to  take  the  dramatic  step  of  renunci- 
ation and  the  U.S.  is  not  is  for  two  principal  reasons. 

One,  economically  the  U.S.  market  is  extremely  important  to 
that  country,  so  it's  very  easy  in  those  countries,  given  the  eco- 
nomic importance,  to  get  a  lot  of  political  attention  to  those  kinds 
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of  issues.  Secondly,  in  most  of  those  countries  you  have,  including 
the  UK,  a  national  flag  carrier  that  serves  as  a  symbol  of  those 
countries.  So,  once  again,  the  political  will  to  support  that  national 
symbol  is  always  there,  unlike  the  United  States. 

So  what  happens  when  you  get  into  one  of  these  political  con- 
tests, I  don't  care  how  much  money  British  Airways  lost  or  Virgin 
lost,  I  would  suspect  that  the  UK  government  would  make  sure 
that  they  were  made  whole  and  would  not  lose  this  battle  to  the 
U.S.,  and  ultimately  it  would  come  down  to  a  contest  of  political 
wills,  and  we  have  seen  over  and  over  again  in  aviation  that,  given 
the  realities  of  the  marketplace  and  the  importance  of  these  na- 
tional flag  carriers  to  these  foreign  countries,  the  political  will  in 
most  countries  is  always  stronger  than  it  is  in  this  country,  in 
which  much  less  is  at  stake. 

Mr.  Oberstar.  Anyone  else?  Mr.  Fabermsin. 

Mr.  Faberman.  I  just  want  to  add  one  thing  to  what  Mr.  Murphy 
said,  and  that  is,  it  wasn't  the  United  States  that  renounced  the 
French  bilateral,  it  was  the  French  government.  It  wasn't  the  act 
of  renunciation  that  has  prevented  United  or  any  other  carrier 
from  getting  additional  service  into  France,  it's  the  refusal  of  the 
French  government  to  negotiate,  and  that's  the  problem  we're  fac- 
ing. And  unless  we  take  steps  necessary  to  get  those  countries  to 
the  negotiation  tables,  these  problems  will  continue  to  exist. 

Mr.  Oberstar.  Yes,  and  meanwhile  the  French  government 
takes  the  view  that  by  restricting  the  market,  they  are  increasing 
the  jdeld  for  Air  France  and  preventing  it  from  going  under,  which 
doesn't  make  any  sense  at  all. 

Mr.  Seiden.  Mr.  ChairmEin,  we  don't  have  a  very  rich  assortment 
of  historical  experiences  with  renunciation  to  point  to  to  decide 
whether  we  come  out  well  or  we  don't. 

Mr.  Oberstar.  We  cited  the  Thailand  situation  earlier. 

Mr.  Seiden.  But  every  one  that  we  have,  we've  come  out  worse. 
When  the  British  renounced  in  1976,  Bermuda  II  was  significantly 
worse.  Fifth  Freedom  rights  were  wiped  out,  and  double  tracking 
at  a  number  of  gateways,  including  Boston  and  Miami,  were  wiped 
out.  When  the  French  renounced,  here  we  are  in  the  kind  of  situa- 
tion that  Mr.  Murphy  is  describing,  where  the  market  is  frozen  and 
traffic  is  declining. 

When  Peru  renounced  in  1983  and  all  air  service  ceased  for  three 
years — no  air  service  at  all  between  Peru  and  the  United  States  for 
three  years — ^you  would  have  thought,  given  the  size  of  these  two 
markets  and  the  wealth  of  the  two  countries  and  their  economies, 
that  when  the  two  countries  put  a  bilateral  back  together,  which 
they  did  in  the  end  of  1986,  we  would  have  come  out  better.  We 
came  out  worse.  Fifth  Freedom  rights  that  had  existed  for  U.S.  car- 
riers at  a  little  hub  in  Lima  were  basically  wiped  out.  They  were 
heavily  restricted.  Only  two  frequencies  per  week  were  allowed  be- 
yond Lima  under  that  bilateral,  whereas  there  had  been  no  restric- 
tions prior. 

Last  of  all,  there's  Thailand,  where  my  friends  at  Delta  and  Unit- 
ed now  have  to  rope  off  seats.  They  fly  larger  aircraft  than  were 
being  flown  at  the  time  of  the  renunciation,  and  because  the  Thais 
won't  let  them  sell  the  additional  seats  represented  by  the  larger 
aircraft,  they  can't  sell  them,  so  they  rope  them  off.  The  United 
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States,  given  its  size  and  given  the  Thais'  size,  has  been  powerless 
to  help  Delta  and  to  help  United  redress  this  problem. 

So  the  history  of  United  States  success  stories  in  renunciation 
situations  has  been  very,  very  poor.  In  fact,  it's  been  uniformly  dis- 
mal, and  I  have  not  heard  any  reason  articulated  to  suppose  we'd 
do  better  in  any  renunciation  situation,  regardless  of  who  serves 
the  notice. 

Mr.  Oberstar.  Thank  you.  The  bells  have  rung  maybe  to  rescue 
you  £ind  the  entire  audience  here  in  attendance.  We  haven't  dis- 
cussed cargo.  Let  me  ask,  has  there  been  any  change  in  U.S.  car- 
rier policy  on  Combi  service?  No  interest  in  Combi  service,  hasn't 
been  for  many  years,  not  likely 

Mr.  Seiden.  You  mean  with  Combi  aircraft? 

Mr.  Oberstar.  Yes. 

Mr.  Seiden.  In  our  alliance  with  KLM — KLM  has  a  number  of 
Combi  aircraft.  We  do  not.  There  are  a  number  of  markets  where, 
because  of  the  alliance,  we  might  be  able  to  use  some  Combi  air- 
craft on  routes  that  have  been  traditionally  Northwest  routes.  So, 
yes,  we're  looking  at  that. 

Mr.  Oberstar.  Do  you  feel  that  there's  been  progress  with — and 
this  is  particularly  with  reference  to  the  U.S.-Japan  market — 
progress  with  the  Japanese  in  resolving  the  doing-business  issues 
of  self-handling,  of  customs  service  at  reasonable  times,  electronic 
waybills,  electronic  transfer  of  payments,  to  which  they  objected? 

Mr.  Seiden.  We  do  not  have  any  problems  worth  discussing  right 
now  in  terms  of  doing-business  problems  in  the  Japan  market. 

Mr.  Faberman.  Mr.  Chairman,  I  would  just  say  we  wish  we  had 
doing-business  problems.  We  wish  we  had  enough  flights  there  to 
have  those  kind  of  problems,  but  we  don't. 

Mr.  Murphy.  I  think,  Mr.  Oberstar,  that  over  the  years  this  com- 
mittee in  particular  has  made  a  real  contribution  to  resolving  a 
number  of  doing-business  problems.  Most  of  the  problems  that  exist 
in  some  of  these  markets  are  more  tuned  now  to  the  innovations 
that  U.S.  carriers  have  made  in  the  small  package  business,  and 
that's  not  something  that  carriers  here,  I  think,  are  widely  engaged 
in. 

So  from  the  standpoint  of  the  traditional  freight  business  that 
we're  engaged  in,  substantial  progress  has  been  made,  but  I  do  be- 
lieve there  are  remaining  problems  on  the  small  package  side. 

Mr.  Oberstar.  We'll  have  ceirgo  comments  later  today. 

I  want  to  thank  all  of  you  for  your  contributions,  for  the  time 
you've  given  to  preparing  this  testimony.  It's  considerable.  I  know 
it  took  a  lot  of  time  and  effort  to  prepare  your  written  statements 
and  to  give  thought  to  these  questions.  I  think  the  dialogue  that 
we've  begun  is  an  important  one. 

As  I  said  earlier  in  remarks  to  the  Secretary,  we  have  the  ele- 
ments of  policy,  but  not  a  policy.  We  have  the  questions  raised,  but 
not  enough  answers  yet.  But  we  don't  have  a  lot  of  time  to  wait. 
This  is  a  rapidly  changing  scene.  It's  a  $25  billion  or  $30  billion 
economic  sector.  We  need  to  evolve  a  policy,  and  we  need  to  be  able 
to  make  it  clear  what  our  objectives  are  both  for  our  own  carriers 
and  for  those  with  whom  we  do  business,  and  you've  contributed 
significantly  toward  that  objective  today. 

Thank  you. 
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The  subcommittee  will  take  a  recess  until,  barring  any  other 
votes,  2:30. 

[Whereupon,  at  1:30  p.m.,  the  subcommittee  recessed,  to  recon- 
vene at  2:30  p.m.  the  same  day.] 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting,  and  we 
will  receive  testimony  on  the  first  panel  this  afternoon  from  the 
General  Accounting  Office,  headed  by  Mr.  Kenneth  M.  Mead,  a  fre- 
quent witness  before  this  committee,  whose  testimony  we  eagerly 
await  and  for  which  we  are  most  appreciative. 

Please  introduce  your  associates. 

TESTIMONY  OF  KENNETH  M.  MEAD,  DIRECTOR,  TRANSPOR- 
TATION ISSUES,  RESOURCES,  COMMUNITY,  AND  ECONOMIC 
DEVELOPMENT  DIVISION,  U.S.  GENERAL  ACCOUNTING  OF- 
FICE, WASfflNGTON,  DC,  ACCOMPANIED  BY  FRANK  MULVEY, 
TIM  HANNEGAN,  AND  HOWARD  VEAL 

Mr.  Mead.  Thank  you,  Mr.  Chairman.  With  me  today,  on  my 
right,  is  Frank  Mulvey,  who's  been  before  the  committee  several 
times;  Tim  Hannegan,  on  my  far  right;  and  Howard  Veal,  on  my 
left. 

As  is  the  custom,  I'd  like  to  just  submit  my  prepared  statement 
for  the  record  and  greatly  abbreviate  it.  The  prepared  statement 
actually  covers  much  of  the  ground  that  was  covered  this  morning, 
so  rather  than  being  redundant,  I'd  like  to  confine  our  remarks  to 
basically  two  areas.  The  first  is  a  very  brief  discussion  of  the  prob- 
lems being  experienced  by  cargo  and  passenger  carriers  that  we 
think  deserve  somewhat  greater  emphasis  than  we've  heard  this 
morning,  and,  secondly,  some  steps  that  need  to  be  taken  to 
strengthen  U.S.  policy  formation  in  a  proactive  way. 

Though  they're  not  as  well  known  as  the  controversy  surround- 
ing basic  access  rights,  U.S.  airlines  are  finding  it  difficult  to  fully 
utilize,  in  some  cases,  the  access  rights  that  they  do  have.  We're 
finishing  up  work  in  both  Europe  and  Asia  that  we  refer  to  as 
doing-business  issues.  U.S.  airlines  experience  such  problems  in 
both  Europe  and  Asia.  They  include  an  inability  to  get  landing 
slots  at  commercially  competitive  times  of  day  and  numerous  oper- 
ating restrictions,  such  as  prohibitions  against  airlines  from  han- 
dling baggage  for  themselves.  Often  what  happens  is  only  the  na- 
tional airline  or  the  airport  authority  has  the  authority  to  handle 
baggage,  so  our  carriers  have  to  buy  from  them  at  the  price  they 
set.  Cargo  carriers  are  reporting  similar  difficulties. 

Generally,  foreign  airlines  don't  face  these  problems  in  the  Unit- 
ed States.  We  have  found  no  evidence  of  discrimination  against  the 
U.S.  carriers.  What  we've  found  is  that  they  discriminate  against 
foreign  carriers  equally.  I  thought  it  was  interesting — earlier  there 
was  a  question  about  infrastructure  in  Japan  which  raises  an  inter- 
esting issue:  what  if  you  were  to  get  open  skies  at,  say,  Heathrow 
or  in  Japan?  The  next  step  would  be,  how  do  you  allocate  the 
space?  Would  we  do  it  in  the  same  fashion  as  we  have  done  it  at 
Chicago  O'Hare,  or  would  we  devise  some  other  method? 

Such  questions  tie  into  doing-business  issues,  because  sometimes 
you  get  the  basic  route  right,  but  then  you  have  to  decide  what 
time  of  day  you'll  be  able  to  arrive  and  be  able  to  get  a  takeoff"  and 
landing  slot. 
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You  heard  a  great  deal  this  morning  about  reactiveness,  ad  hoc- 
ness  in  the  policies,  and  how  to  strengthen  U.S.  policies.  The  Sec- 
retary said  that  he  was  putting  together  a  new  policy  that  he'd 
issue  in  June,  I  believe,  and  s£iid  some  very  encouraging  things.  We 
think  securing  greater  access  is,  at  best,  under  current  environ- 
ments, going  to  be  difficult,  and  we  don't  want  to  come  to  the  table 
here  and  represent  that  we  have  any  magic  solutions. 

We  do,  though,  have  some  thoughts  that,  based  on  our  work, 
could  strengthen  U.S.  policy  formation,  make  us  more  proactive, 
and  enhance  our  negotiating  position.  We  think  lessons  learned 
from  the  lack  of  DOT  analysis  of  mergers  and  barriers  to  entry  in 
the  domestic  market  underscore  two  points  that  are  just  as  applica- 
ble to  international  aviation.  The  first  is  the  importance  of  doing 
long-term  analysis  before  the  policy  decisions  are  made,  and  the 
second  is  that  the  bilateral  agreements  and  alliances,  just  like  the 
domestic  barriers  to  entry  and  mergers,  are  very  difficult  to  undo 
once  they're  in  place. 

A  case  in  point  is  the  1991  agreement  with  the  United  Kingdom 
and  the  proliferation  of  code-sharing  deals.  As  of  a  year  ago,  there 
are  about  39  code-share  deals.  DOT  has  now  approved  a  total  of 
90.  So  there's  been  a  lot  of  growth  in  this  past  year.  One  has  been 
rejected,  and  that  was  in  1991. 

Our  work  on  code-sharing  has  not  progressed  to  the  point  where 
we  are  prepared  to  offer  any  definitive  conclusions  about  the  prac- 
tice, but  we  are  far  enough  along  to  make  some  very  general  obser- 
vations about  the  practice  and  about  the  DOT  process  for  approv- 
ing them,  in  particular. 

The  first  is  that  code-sharing  can  and  does  have  clear  benefits  for 
consumers,  but  each  code-share's  benefits  will  be  different,  as  will 
the  value  of  the  benefits  for  the  foreign  carrier  and  the  code-shar- 
ing U.S.  airline.  The  competitive  implications  for  other  U.S.  car- 
riers also  can  differ  dramatically  from  deal  to  deal.  Assuming  that 
the  code-share  is  disclosed  to  the  public,  we  think  it's  extremely  un- 
likely that  code-sharing  is  going  to  lend  itself  to  a  flat  conclusion 
that  it's  either  always  good  or  always  bad.  We  just  don't  see  it  as 
being  a  black-and-white  type  of  issue. 

A  second  observation  is  that  DOT  approves  code-shares  with  very 
little  analysis  of  the  arrangement's  implications,  which  is  a  practice 
not  dissimilar  to  the  way  mergers  were  approved  in  the  mid- 1980s. 
Because  code-share  deals  can  offer  foreign  carriers  access  rights  of 
considerable  value,  and  because  they  may,  depending  on  the  ar- 
rangements, have  implications  for  other  U.S.  carriers,  we  do  have 
several  concerns  about  the  current  approach. 

Some  say  that  code-sharing  is  just  an  old-fashioned  interlining 
device  with  a  couple  of  enhancements,  but  there  are  important  dif- 
ferences. Code-sharing  differs  from  conventional  interlining  in  that 
the  partners  closely  coordinate  their  schedules  and  services,  which, 
on  one  level,  is  clearly  a  benefit  to  consumers.  At  another  level, 
though,  the  CRS,  or  Computer  Reservation  Systems,  list  flights  in 
order  of  elapsed  time  between  origin  and  destination.  So  the  CRS 
screen  is  going  to  list  code-sharing  flights  first.  Studies  have  shown 
that  travel  agents  will  tend  to  book  the  first  flight  shown  on  the 
screen. 
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The  second  issue  on  the  CRS  is  that  when  you  have  these  code- 
shares,  they  often  show  up  on  the  first  screen  twice,  and  we've  seen 
some  examples  of  where  they  can  crowd  out  the  other  flights,  rel- 
egating the  other  flights  to  the  second  screen. 

In  addition  to  being  a  powerful  marketing  tool,  there  are  three 
other  reasons  why  international  code-sharing  has  become  so  popu- 
lar. The  first  is  that  some  airlines  will  code-share  to  serve  markets 
indirectly  because  the  traflic  in  that  market  won't  support  direct 
service,  even  though  under  the  bilateral  the  U.S.  airline  involved 
has  the  authority  to  provide  the  direct  service.  A  second  motivation 
is  that  others  code-share  to  indirectly  serve  markets  they  would 
like  to  serve  directly  but  are  not  allowed  to  do.  Mr.  Yohe  referred 
to  one  this  morning.  Delta  would  like  to  serve  Heathrow,  but 
they're  not  allowed  to  do  so,  so  they've  code-shared  with  Virgin, 
and  Virgin  will  be  doing  the  flying  into  Heathrow. 

A  third  type  is  code-sharing  to  strategically  connect  markets  to 
their  international  network.  BA's  arrangement  with  USAir  falls 
clearly  into  that  category  in  that  it  can  connect  traflic  from  non- 
gatt'way  U.S.  cities  to  its  international  network  without  incurring 
the  cort  of  providing  the  service  on  its  own. 

Well,  what  all  this  suggests  to  us  is  that  there  are  marked  dif- 
ferences in  the  motivations  for  code-sharing,  and  there's  a  vast  dif- 
ference in  the  content  of  these  code-sharing  agreements  that  we've 
seen,  so  it's  going  to  be  important  to  assess,  first,  the  likely  long- 
term  benefits  to  the  foreign  carrier  of  getting  the  access  to  the  U.S. 
market;  secondly,  what  traffic  diversion  impact  will  occur  on  other 
U.S.  carriers;  and,  third,  will  the  code-share  arrangement  effec- 
tively remove  a  competitor  from  the  market,  and  what  effect  might 
that  have  on  consumers.  A  fourth  point  of  ginalysis  is,  will  approval 
of  the  code-share  remove  the  incentive  for  the  foreign  airline  to 
offer  greater  access  rights  to  its  markets  and  beyond  destinations. 

Mr.  Chairman  and  Mr.  Clinger,  the  fact  is  that  right  now  we  do 
not  know  what  amount  of  traffic  is  being  diverted  under  the  code- 
shares,  we  don't  know  what  is  happening  under  the  current  code- 
shares,  and  we  do  not  know  what  the  longer-term  impacts  are. 
Until  that  type  of  analysis  is  done,  we  think  there  will  be  contin- 
ued questioning  about  whether  the  U.S.  knows  approximately  the 
value  of  the  rights  that  are  being  given  foreign  carriers  and  what 
it's  getting  back. 

Secondarily,  the  subcommittee  will  continue  to  hear  claims  and 
counterclaims  about  the  value  of  code-sharing.  You  know,  USAir, 
on  one  hand,  is  saying  $25  million;  American,  on  the  other  hand, 
is  saying  $500  million  off  the  USAir-BA  deal.  That's  a  range  of  dis- 
parity that  is  very  difficult  to  work  with. 

Our  sense  is,  in  doing  our  work  at  DOT,  that  DOT  sees  the  need 
for  this  type  of  analysis.  The  Secretary  confirmed  that  clearly  this 
morning.  What  did  not  come  through  this  morning,  though,  is  that 
the  agency's  ability  to  do  the  analysis  they  announced  they  will  do 
is  going  to  be  seriously  handicapped.  Why  is  that?  It's  going  to  be 
seriously  handicapped  because  they  don't  have  the  data  to  do  the 
analysis. 

First  and  foremost,  DOTs  data  do  not  allow  it  to  identify  which 
flights  even  involve  code-sharing.  It's  not  possible,  in  our  view,  to 
do  this  analysis  until  you  can  identify  the  flights  from  the  data 
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base.  Beyond  that  limitation,  the  data  don't  show  who's  actually  op- 
erating the  flights.  For  example,  is  it  British  Air  or  is  it  USAir? 
And,  finally,  if  a  foreign  carrier  is  providing  the  entire  flight,  which 
can  happen  in  the  KLM-Northwest  arrangement,  that  won't  show 
up  at  all  in  DOTs  data. 

I  ought  to  emphasize  that  we've  been  working  closely  with  DOT 
on  this  issue.  They  are  going  to  let  a  contract — and  I  believe  this 
is  what  the  Secretary  was  alluding  to  this  morning — later  this 
week  to  sit  down  with  a  contractor  and  figure  out  what  their  data 
needs  actually  are.  We'll  be  very  supportive  of  that.  Actually,  the 
reason  we're  being  caught  in  a  situation  like  this  is  because  the 
data  base  we  have  now  was  set  up  in  response  to  needs  established 
many  years  ago,  before  the  international  market  had  the  djmamics 
that  it  does  today. 

We'll  respond  to  any  questions  you  might  have,  sir. 

Mr.  Oberstar.  Thank  you  very  much  for  some  very  keen,  very 
important  insights  into  this  issue  of  international  aviation.  I'm  glad 
you  are  turning  your  attention  again  to  this  subject  and  particu- 
larly to  the  cargo  issues,  which  we  may  want  to  explore  with  you 
a  little  further. 

Does  the  Department  keep  any  statistics  on  the  economic  bene- 
fits of  code-sharing? 

Mr.  Mead.  No.  It  wasn't  until,  as  best  we  can  ascertain,  Mr. 
Chairman,  November  1993  that  concerns  within  the  Department  it- 
self surfaced  and  analysis  was  attempted,  but  as  the  analysts  there 
were  describing  it  to  us,  the  capability  at  that  time  was  more  of 
the  back-of-the-envelope  variety. 

You  folks  have  spoken  to  them  directly. 

Mr.  MULVEY.  We  have  a  job  ongoing  right  now  on  international 
code-sharing  at  the  request  of  the  Senate  Commerce  Committee, 
and  we  had  hoped  to  do  a  quantitative  assessment  of  code-sharing. 
We  learned,  to  our  chagrin,  very  quickly  that  that  was  not  possible 
because  the  data  were  not  there.  What  we've  elected  to  do  instead 
is  to  examine  case  studies  of  code-sharing.  We  are  examining  about 
13  or  14  case  studies  around  the  world  and  trying  to  tease  out  the 
effects  of  code-sharing  in  that  manner.  But  until  DOT  changes  the 
way  the  data  are  collected,  it's  impossible  to  do  an  accurate  assess- 
ment of  code-sharing's  impacts. 

Mr.  Oberstar.  You  wouldn't  even  be  able  to  go  back  and  do  a 
historical  compilation  of  the  last  two,  three,  four,  five  years? 

Mr.  Hannegan.  No,  Mr.  Chairman.  DOT  has  asked  USAir  and 
Northwest  to  start  providing  it  data  on  current  code-share  flights, 
and  that  data  is  going  to  be  provided  May  10th.  To  date,  the  analy- 
sis they've  done  is  pretty  much  back-of-the-envelope  stuff.  As  a  re- 
sult, they're  going  to  bring  in  a  consultant  to  help  them  analyze  the 
data  they  receive  on  May  10th.  But  at  this  point,  to  answer  your 
question,  no,  there  have  not  been  definitive  analyses. 

Mr.  Mead.  You'll  recall  the  analysis  that  GAO  did  for  the  sub- 
committee on  air  fares  and  service  frequencies,  and  we  really  at 
some  point  ought  to  be  doing  that  type  of  analysis  on  the  impact 
of  these  arrangements  on  consumers.  But  right  now  we  would  not 
be  able  to,  nor  would  DOT. 

Mr.  Mulvey.  Conceivably,  one  could  probably  go  back  and  look 
at  all  the  tickets  and  try  to  figure  out  which  ones  were  code-shares 


84 

and  which  ones  weren't,  but  it  would  be  an  awfully  laborious  task, 
and  I  don't  know  how  much  resources  that  would  consume. 

Mr.  Oberstar.  The  Department  does  keep  records,  though,  and 
requires  financial  reporting  data  on  carriers'  international  routes, 
doesn't  it? 

Mr.  Hannegan.  Correct.  However,  these  data  are  very  general. 
They  have  been  using  this  data  to  conduct  analyses  referred  to  as 
"back  of  the  envelope" — to  try  and  figure  out  some  general  indica- 
tions concerning  the  impact  of  code-sharing. 

Mr.  Oberstar.  Couldn't  you  go  back  and  pick  up  the  financial 
data  for  those  years  or  selected  years  before  code-sharing  started 
and  then  do  a  before-and-after  study? 

Mr.  Hannegan.  That's  the  type  of  thing  they've  been  doing  since 
November  of  1993,  but  the  concern  is  the  data  that  they  need  to 
get  at  the  impacts  of  code-sharing  in  specific  markets  needs  to  be 
of  much  greater  detail  than  current  data  to  really  make  some  de- 
finitive statements.  But  they  have  been  doing  general,  back-of-the- 
envelope  analyses  since  November  of  1993. 

Mr.  Oberstar.  Let  me  go  to  a  broader  question,  and  that  is  your 
assessment,  Mr.  Mead,  of  overall  U.S.  aviation  policy  during  the 
last  decade.  Successful  because  our  carriers  have  won  larger  mar- 
ket shares  in  important  markets  for  the  U.S.,  or  less  than  success- 
ful because  bilaterals  have  become  increasingly  more  restrictive  ei- 
ther through  our  negotiations  or  through  restrictions  imposed  by 
our  trading  partners? 

Mr.  Mead.  That's  a  difficult  question,  because  in  your  opening 
remarks  you  cited  the  growth  figures,  and  the  Secretary  confirmed 
them.  So  it's  difficult  in  the  face  of  that  to  say,  "Well,  it  has  not 
been  successful."  I  do  think  it's  clear,  though,  that  the  policy  of  the 
Department  has  been  reactive.  It's  been  caught,  I  think,  unawares. 
I  prefer  to  look  at  this  as  an  opportunity  to  go  forward. 

People  say  that  the  1991  deal  was  a  bad  deal  for  the  United 
States.  At  the  same  time,  when  you  look  at  the  1991  deal  from  the 
British  point  of  view,  the  substitution  of  United  and  American  for 
Pan  Am  and  TWA  would  have  scared  me,  and  they  extracted  a  deal 
where  they  got  extensive  code-sharing  rights.  We  did  not  at  the 
time  know  what  the  value  of  those  code-sharing  rights  are,  and  we 
do  not  know  now.  So  I  could  be  more  critical  with  the  benefit  of 
hindsight,  Mr.  Chairman. 

Mr.  Oberstar.  Well,  how  would  you  characterize  the  reality  of 
that  market,  in  which  the  United  States  certainly  is  not,  by  any 
means,  dominant,  where  our  carriers  have  almost  48.5  percent  and 
the  UK  has  51  percent?  Up  until  or  shortly  after  Bermuda  H,  we 
were  in  a  dominant  position  in  that  market,  and  at  least  until  code- 
sharing  started,  we  had  an  advantage  in  that  market,  and  now 
we've  dropped  in  a  20  million  passenger  market. 

Mr.  Mead.  Yes,  and  it's  not  good.  My  figures  show  transatlantic 
growth  was  42  to  47  percent.  Far  East  growth  was  41  to  53  per- 
cent— I'm  going  back  to  1980— South  America  was  45  to  50  percent, 
and  now  we  know  there's  been  a  big  drop  since  1991,  presumably 
due  to  that  arrangement  with  the  British. 

Mr.  Oberstar.  In  the  market  where  we  have  the  most  liberal  bi- 
lateral, code-sharing — the  overall  relationship  between  KLM  and 
Northwest,  the  U.S.  share  of  that  m£U"ket  is  29  percent,  and  KLM, 
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or  the  Netherlands,  has  a  71  percent  share.  Who's  getting  the  bene- 
fit? 

Mr.  Mead.  Well,  again,  we  haven't  done  the  analysis  on  the  code- 
sharing,  because  the  data  are  not  there,  but  I  can  see,  as  I'm  sure 
you  have,  what  the  end  of  the  first  quarter  results  are  for  this  fis- 
cal year,  and  Northwest  is  doing  a  lot  better  than  it  was.  So  in  that 
sense,  I  think  Northwest  would  say  that  it's  benefiting  from  this 
arrangement.  Of  course,  that  arrangement  never  would  have  been 
consummated  if  it  had  not  been  for  the  open-skies  agreement  with 
the  Netherlands. 

Frank,  do  you  have  anything  to  add? 

Mr.  MULVEY.  I  was  going  to  add  that  hopefully  both  parties  bene- 
fit from  these  kinds  of  agreements  and  transactions,  but  very  often 
one  party  benefits  more  than  the  other,  and  it  may  be  the  case  in 
both  the  KLM-Northwest  and  the  USAir-BA  agreements  that  the 
balance  of  the  advantages  accrue  to  our  trading  partners,  although 
there  are  some  benefits  to  U.S.  airlines,  obviously,  in  capturing  ad- 
ditional feed  you  wouldn't  have  got  if  you  didn't  have  this  code- 
sharing  arrangement. 

Mr.  Oberstar.  Let  me  revisit  a  question  I  asked  the  airline 
panel.  How  can  there  be  real  competition  on  a  service  in  which  the 
foreign  and  the  U.S.  airlines  code  share,  but  in  which  they  have 
blocked  space  and  joint  service  on  a  single  aircraft  and  claim  that 
they  have  a  competitive  fare? 

Mr.  Mead.  It  will  clearly  depend  on  the  context  of  each  agree- 
ment. The  response  you  got  generally,  if  I  recall  the  discussion  cor- 
rectly, was  that  it  was  competitive  and  it  was  great. 

Mr.  Oberstar.  In  a  way  that  probably  only  a  few  travel  agents 
understand. 

Mr.  Mead.  Yes,  it  made  it  appear  as  though,  well.  Virgin  Airlines 
is  going  to  be  competing  with  Delta  Airlines,  because  Delta  is  going 
to  be  purchasing  a  certain  number  of  seats  on  the  Virgin  Airlines 
trip  to  Great  Britain,  and 

Mr.  Oberstar.  That  Virgin  doesn't  know  about. 

Mr.  Mead.  Right.  But  the  fact  is,  of  course,  that  somebody  at  Vir- 
gin knows  what  price  Delta  purchased  those  seats  for,  and  whether 
Virgin's  response  will  be  to  price  its  seats  accordingly  or  whether 
the  sjmergies  of  the  two  will  result  in  the  same  price  is  another 
matter. 

Also,  on  possibly  the  down  side,  whenever  Delta  purchases  seats 
on  that  Virgin  flight,  that's  going  to  reduce  capacity,  and  that  can 
have  some  negative  economic  implications.  It  also  can  have  an  in- 
fluence on  consumer  aflairs  if  there's  no  other  competition  on  that 
route,  and  the  type  of  influence  it  could  have  could  be  upward. 

Mr.  Oberstar.  To  take  a  statement  that  you  made  just  a  mo- 
ment ago  and  apply  it  to  this  situation,  you  asked  the  question, 
would  approval  of  code  share  remove  the  incentive  for  foreign  gov- 
ernments to  negotiate  further  liberalization  with  the  United 
States?  If  they  can  have  this  kind  of  code  share  with  block  agree- 
ments and  fly  the  passengers  on  a  single  aircraft,  the  yield  goes  up, 
the  market  doesn't  expand.  The  carrier  benefits,  maybe  those  few 
travelers  who  get  on  that  aircraft  get  a  better  fare,  some  who  are 
lucky  enough  to  buy  the  limited  numbers  at  discounted  rates,  but 
the  market  doesn't  expand.  That  certainly  is  in  the  carrier  interest 
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of  improved  profits,  but  it's  not  in  the  passenger  or  the  city  or  the 
airport  in  the  U.S.  or  overseas  interest  of  an  expanded  market. 

Mr.  MuLVEY.  That's  exactly  right.  Basically  what  the  code-share 
then  becomes  is  a  way  of  limiting  the  number  of  seats  available  in 
the  market,  especially  if  there  was  a  situation  where  previously 
there  were  two  flights  going  between  two  points.  If  the  code-shar- 
ing arrangement  is  a  blocked  space  arrangement,  you  eliminate  one 
flight,  and  then  both  airlines  share  the  remaining  plane.  That's 
going  to  increase  the  load  factor,  and  that's  going  to  improve,  as 
you  say,  the  yield  and  the  bottom  line,  but  it's  not  going  to  lead 
to  more  competition. 

I'd  like  to  also  add,  there  was  the  implication  today  that  the  air- 
lines participating  in  the  blocked  space  agreement  are  going  to 
compete  very  vigorously  at  selling  those  seats,  but  if  I  sold  you  a 
block  of  100  seats  and  you  turned  around  and  undercut  me  tremen- 
dously on  seats  on  my  own  craft,  I'm  not  going  to  sell  you  those 
100  seats  for  very  long.  There  has  to  be  at  least  some  understand- 
ing that  they're  not  going  to  engage  in  extremely  aggressive  pricing 
on  those  seats,  at  least  not  over  the  long  term. 

Mr.  Hannegan.  Mr.  Chairman,  one  other  point  is  that  the  type 
of  questions  that  you're  asking  is  precisely  what  we're  trjdng  to  get 
at  in  our  case  studies,  going  back  on  some  of  these  code-shares  that 
have  been  around  for  a  year  or  two  2ind  trying  to  get  at  what  has 
happened. 

Mr.  Mead.  And  every  one  of  these  deals  is  different.  It's  very  dif- 
ficult to  say  generically,  "Here  is  a  code-sharing  deal,  and  it  has 
the  following  attributes:  A,  B,  C." 

Mr.  Oberstar.  Certainly  10  years  ago,  when  we  started  all  this 
inquiry  and  pushed  the  Department  of  State  and  DOT  to  develop 
a  policy,  code  share  was  sort  of  distant,  almost  non-existent,  if  at 
all  on  the  horizon.  Now  it's  become  a  major  component  of  bilateral 
negotiations  and  may  be  an  impediment  to  liberalizing  trade  in 
general. 

I  want  to  3deld  at  that  point  and  recognize  Mr.  dinger. 

Mr.  Clinger.  First  of  all,  did  I  get  the  impression  that  you  said 
that  the  code-sharing  data  that's  being  collected  is  only  on  British 
Air-USAir,  or  there  are  other  code  shares  that  are  being  looked  at? 

Mr.  Hannegan.  No,  actually  on  the  Northwest  deal  also.  Two 
carriers,  Northwest  and  USAir,  have  been  asked  by  RSPA  to  report 
data  on  their  code  shares. 

Mr.  Clinger.  Delta  has  not,  for  example,  on  the  code  shares  that 
they  have. 

Mr.  Hannegan.  No.  It's  a  special  request. 

Mr.  Clinger.  It  does  seem  to  me  that  it's  going  to  be  very  dif- 
ficult, because  you're  really  talking  about  apples  and  oranges  in  a 
lot  of  these  instances.  You  say  that  they're  all  sort  of  special,  tailor- 
made  deals,  so  it's  going  to  be  difficult  to  make  any  kind  of  overall 
judgment  about  it. 

Mr.  Hannegan.  In  our  view  and  in  the  view  of  some  of  the  ana- 
lysts that  we've  talked  to  at  DOT,  the  special  request  is  a  band- 
aid  right  now.  The^ve  asked  the  two  carriers  to  report.  They're  try- 
ing to  figure  out  what  data  they  need  from  all  carriers.  The  special 
request  will  only  tell  them  about  those  two  cases  and  give  them 
some  indication. 
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Mr.  Mead.  I  think  our  point  is  that  when  the  United  States  goes 
to  a  negotiating  session,  we'd  be  much  better  positioned  if  we  were 
able  to  talk  concretely,  saying,  "Look,  this  is  what  happens.  We're 
code-sharing  on  this  t3T)e  of  agreement,  and  we  have  the  numbers 
here  to  illustrate  that." 

Mr.  Clinger.  And  that's  what  we  are  not  in  a  position  to  do  now. 

Mr.  Mead.  That's  exactly  correct. 

Mr.  Clinger.  In  many  of  these  negotiations  that  we're  having, 
we  can't  really  determine  what  the  impact  or  what  the  effect  of  the 
code  share  is  going  to  be. 

Mr.  Mead.  And  we  should  not  leave  the  room  with  you  having 
the  impression  that  this  is  going  to  be  easy.  If  you  had  asked  that 
question  of  the  carriers,  the  carriers  have  some  reservations  about 
reporting  this  information,  because  it  will  require  a  change  in  how 
they  report  traffic  data  to  DOT,  which  they  would  say  would  cost 
some. 

My  supposition  would  be  that  a  couple  of  airlines  would  say  this 
is  a  great  idea  to  require  this  reporting,  and  a  number  of  others 
would  say  it's  not  really  necessary  to  do  this  because  code-sharing 
is  a  benefit  for  the  consumer.  So  it's  not  an  issue  free  of  con- 
troversy, Mr.  Clinger. 

Mr.  Clinger.  In  the  question  of  the  overall  negotiation  process, 
the  difference  between  the  United  States  and  almost  every  other 
country  that  we  would  be  dealing  with  is  that  we  are  negotiating 
from  a  point  of  view  of  six  or  seven  different  airlines,  all  of  which 
have  different  agendas  and  different  objectives  and  hope  to  achieve 
different  things,  and  it  becomes,  it  seems  to  me — or  how  would  you 
equate — is  that  a  handicap  for  us?  We're  negotiating  with  a  state 
that  has  one  basic  airline  and,  therefore,  has  very,  very  clear-cut 
objectives  that  they're  negotiating.  Does  that  handicap  us  as  we  go 
into  those  negotiations? 

Mr.  Mead.  Yes,  and  Mr.  Pena  was  speaking  this  morning,  and 
I  had  to  empathize  with  him  when  he  was  pointing  out  that  there's 
not  a  course  of  unanimity  when  they  get  in  the  negotiating  room. 
Yes,  it  is.  We're  taking  a  system  that  essentially  is  predicated  on 
competition,  having  multiple  carriers  that  compete  vigorously,  if 
not  fiercely,  and  we're  trying  to  put  them  into  a  system  where  the 
competition  is,  by  definition,  highly  restricted  £ind  there's  one  car- 
rier. Yes,  that  is  a  big  problem. 

Mr.  Clinger.  Some  of  the  proposals  are  that  the  airlines  would 
be  directly  involved  at  the  negotiating  table  while  the  negotiations 
are  ongoing.  Do  you  think  that  would  be  a  wise  move? 

Mr.  Mead.  Actually,  even  the  airlines  that  want  to  be  there  do 
not  press,  as  I  understand  it,  the  idea  that  they  must  speak  there. 
They  just  want  to  be  in  the  room.  But  just  getting  them  in  the 
room  raises  questions,  because  once  you  open  the  door  to  a  couple 
of  the  airlines,  then  the  other  airlines  say,  "Well,  we're  interested, 
too,"  and  then,  as  you  heard  earlier,  the  airports  want  to  come  in 
and  the  different  cities  want  to  come  in. 

In  our  statement  we  say  that  we  think  DOT  really  does  need  to 
review  the  whole  policy.  We  can  understand  why  the  airlines  would 
feel  that  the  Air  Transport  Association,  which  is  now  in  there,  has 
difficulty  representing  all  these  competing  different  interests  at 
once. 
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Mr.  Clinger.  They  have  great  difficulty  doing  that,  as  we  know. 

Mr.  Veal.  Congressman,  I'd  just  like  to  add  that  not  only  do 
DOT  and  State  have  to  represent  the  interests  of  the  airlines,  they 
have  to  represent  the  public  interest  as  well;  the  traveling  public, 
shippers,  airports,  and  the  communities  involved.  That's  not  nec- 
essarily true  for  our  foreign  counterparts.  Because  the  foreign  na- 
tional airline  is  usually  subsidized  and  owned  by  the  foreign  gov- 
ernment, its  interests  almost  always  takes  precedence  over  those  of 
the  consumer. 

Mr.  Clinger.  Grood  point.  With  regard  to  the  consumer,  I  asked 
the  question  this  morning  of  the  airlines  whether  they  would  be 
favor — in  the  program  of  city  to  city,  where  no  U.S.  carrier  was  pre- 
pared to  provide  that  service,  whether  they  would  have  an  objec- 
tion to  having  a  foreign  carrier  do  that,  as  we  did  in  the  last  ad- 
ministration encourage  that  kind  of  activity.  Do  you  think  that  that 
should  be  a  factor  in  our  overall  international  policy,  that  we 
should  consider  the  economic  benefits  to  a  community  that  might 
be  served  by  having  a  foreign  carrier,  even  though  it's  not  going  to 
benefit  a  domestic  carrier? 

Mr.  Mead.  I  think  that's  relevant. 

Mr.  Clinger.  If  we  are  indeed  required  to  consider  the  advan- 
tages to  the  particular  area. 

Mr.  Mead.  I  don't  embrace  the  idea  of  getting  equivalent  bene- 
fits. I  think  that's  a  Utopian  view.  But  I  would  endorse  the  concept 
of  knowing  what  the  various  benefits  are  and  what  the  various  val- 
ues are,  and  that  would  include  the  impact  on  cities.  Right  now, 
of  course,  the  Cities  Program  is  exclusively  extrabilateral.  Yes,  that 
seems  legitimate. 

As  a  matter  of  fact,  I  was  reading  an  article  recently — I  think  it 
was  by  somebody  from  Singapore — speaking  of  comparable  bene- 
fits. How  the  United  States  looks  at  comparable  benefits  is  quite 
different  from  how  some  foreign  nations  would  define  comparable 
benefits,  and  when  you  get  into  the  maze  of  tr3dng  to  define  exactly 
what  the  equivalent  benefits  are,  it  becomes  quite  problematic. 

Mr.  Clinger.  Just  one  other  question  with  regard  to  foreign  in- 
vestment, which  we've  talked  about  this  morning.  I'd  just  like  to 
get  your  view  on  whether  you  think  that  that  would  be  a  helpful 
addition  to  our  arsenal  in  terms  of  promoting  aviation,  if  we  were 
to  expand  the  rights  of  foreign  investors  to  go  from  25  to  49  percent 
with  the  provision  that  the  Secretary,  in  approving  or  disapproving 
an  application  for  that,  would  have  to  look  at  things  like  more  a 
liberal  agreement,  reciprocity,  and  other  such  bench  marks.  Basi- 
cally, do  you  think  that  we  should  take  the  lid  off  of  the  present 
limitation  on  foreign  investment? 

Mr.  Mead.  Mr.  Mulvey  and  his  team  did  this  analysis,  and  we 
found  it  would  be  beneficial,  provided  that  the  determination  be 
case  by  case,  consider  the  elements  that  your  bill  requires.  One 
area  that — I  don't  recall,  Mr.  Clinger,  if  your  bill  gets  into  this,  but 
on  the  matter  of  effective  control,  you  will  find  it  very  difficult 
to 

Mr.  Clinger.  That's  one  of  the  factors. 

Mr.  Mead.  You  often  will  not  be  able  to  get  to  a  49  percent  vot- 
ing control.  You'll  often  be  cut  off  at  20,  25,  30  percent,  because 
that  would  be  the  plurality  stockholder. 


89 

Mr.  Clinger.  And  we  do  consider  that  in  our  bill. 

Mr.  MULVEY.  We  also  said  in  that  report  that  we  think  that  al- 
lowing increased  foreign  investment  in  U.S.  airlines  might  be  re- 
stricted to  those  nations  who  give  us  greater  access  to  their  mar- 
kets and  beyond,  and  that  this  could  become  a  tool  in  our  negotiat- 
ing strategy,  something  we  can  use  for  leverage  to  improve  oppor- 
tunities for  our  carriers. 

So  while  we  thought  that  allowing  more  foreign  investment  in 
U.S.  airlines  could  have  some  pro-competitive  effects,  could  help 
shore  up  some  of  the  weaker  U.S.  airlines,  we  also  thought  it  was 
something  that  we  could  use  and  limit  to  those  who  are  willing  to 
open  their  markets  to  our  carriers. 

Mr.  Clinger.  In  other  words,  where  my  bill  really  just  provides 
that  the  Secretary  would  consider  various  factors  in  making  that 
determination,  you  would  say  that  the  one  absolute  requirement 
would  be  that  there  would  be  reciprocity. 

Mr.  MULVEY.  No,  we  didn't  make  it  an  absolute  requirement.  We 
suggested  similarly  that  that  would  be  an  important  consideration. 

Mr.  Clinger.  Okay. 

Mr.  Mead.  I  think  the  way  we  ended  up,  it  would  be  an  absolute 
requirement  that  it  be  considered,  and  it  would  be  an  absolute  re- 
quirement that  it  be  documented  how  the  issue  was  disposed  of, 
but  we  felt  it  would  be  too  much  of  a  stricture  to  say  there  has  to 
be  equivalent  access  or  total  reciprocity.  How  would  you  ever  re- 
solve questions  like  that? 

Mr.  Oberstar.  An  aspect  of  this  infrastructure  question  is  the 
issue  of  slots.  We  have  four  slot-controlled  airports  in  the  United 
States.  National  is  really  not  part  of  the  picture,  because  you  don't 
have  any  international  flights  here,  but  you  do  at  JFK  and  O'Hare, 
and  O'Hare  is  a  special  problem.  But  our  carriers  complain  that 
while  they  have  rights  to  other  countries  and  their  airport — Frank- 
furt, Heathrow,  Narita — ^that  they  are  limited  in  the  exercise  of 
those  rights  because  they  can't  get  the  slots  they  want  or  need  to 
expand  their  service. 

Now,  the  question  is,  is  the  basic  issue  that  those  airports  limit 
operations  just  flat  out,  or  is  there  a  method  by  which  the  airports 
allocate  rights  among  carriers,  and  is  that  methodology  disadvanta- 
geous to  U.S.  carriers  uniquely? 

Mr.  Veal.  No,  I  don't  believe  the  methodology  used  to  allocate 
slots  is  particularly  disadvantageous  to  U.S.  carriers.  All  of  those 
airports  fundamentally  use  LATA  guidelines.  Within  the  European 
Union,  there  is  a  code  of  conduct  for  slot  allocation  that  mirrors  the 
LATA  process.  It's  primarily  a  problem  of  a  lack  of  sufficient  capac- 
ity at  those  airports.  There  are  serious  limitations  on  their  ability 
to  expand  capacity  at  those  airports.  Until  there  is  the  political  will 
to  somehow  expand  the  capacity  at  those  airports,  you  won't  see 
U.S.  airlines  being  able  to  expand  their  services.  There  is  generally 
no  overt  discrimination  against  U.S.  carriers  however. 

Mr.  Mead.  It's  the  same  when  you  have — I  think  Mr.  Oberstar 
is  getting  at  the  point  of,  when  they  have  experienced  trouble  get- 
ting an  operating  slot,  what  can  be  done  about  that,  or  what  is  the 
origin  of  that  particular  problem? 

Mr.  MULVEY.  Right,  and  how  do  you  give  them  slots  that  allow 
them  to  coordinate  their  operation  to,  say,  Frankfurt  with  their 
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hubbing  operation  back  in  the  United  States?  It's  a  particular  time 
that  you  want,  and  it's  often  the  time  that  everybody  else  wants 
as  well.  These  are  difficult.  Obviously,  the  national  airline  could  be 
required — like,  we  require  our  national  airlines  to  give  up  slots  at 
O'Hare  to  make  room  for  foreign  airlines  to  serve  O'Hare.  Some- 
thing similar  might  be  arranged  in  Frankfurt  or  elsewhere. 

Mr.  Oberstar.  In  that  scenario,  then,  if  infrastructure,  or  its 
limitation,  is  also  a  limitation  on  slots,  do  the  two  then  become  an 
impossible  barrier  to  liberalizing  trade  to  the  U.S.  and  those  mar- 
kets? 

Mr.  Mead.  I  think  Chicago  O'Hare's  situation  is  instructive  on 
this.  It's  not  impossible  to  deal  with  Chicago,  but  certainly  we've 
become  so  entrenched  in  Chicago  that  desire  to  overhaul  the  slot 
situation  there — it  would  take  a  long  time,  because  look  how  long 
it  took  to  get  to  the  use-or-lose  rule  that  they're  operating  under 
now.  Just  to  make  those  minor  modifications  took  several  years. 
Look  how  long  it  has  taken  to  get  the  slot  allocation  study  under 
way  at  FAA.  I  can't  recall  how  many  years  you  have  been  person- 
ally pressing  for  that. 

So  I  do  believe  Howard's  right,  that  fundamentally  it  becomes  a 
matter  of  political  will  to  deal  with  how  one  is  allocating  slots,  and 
just  grandfathering  all  the  slots  to  those  who  have  them  now  is  not 
going  to  help  U.S.  carriers  expand  their  access  rights. 

Mr.  Oberstar.  Well,  unfortunately,  it  wasn't  displayed  for  the 
whole  committee — I  should  have  asked  Mr.  Seiden  to  leave  it 
here — it  was  very  instructive,  the  aerial  photograph  of  Narita  Air- 
port, in  which  there's  a  little  plot  of  farmland  right  in  the  middle 
of  the  airport,  and  the  farmer  is  granted  access  once  a  day  to  work 
his  farm,  and  then  he  goes  back  out  again,  and  the  one  runway  is 
completed,  of  course,  and  operative,  but  another  runway  is  com- 
pleted to  a  point,  and  then  there  is  farmland,  then  there's  another 
little  piece  of  concrete,  and  there's  some  more  farmland,  and  then 
farmland  all  over  here  where  another  runway  could  be  built,  but 
can't,  because  farmers  don't  want  it  and  noise  opponents  don't 
want  it. 

They've  built  Kansai,  but  they're  not  going  to  open  it,  because, 
very  candidly,  the  Japanese  delegation  told  me,  "Your  carriers  have 
too  much  of  our  market  already,  and  if  we  open  Kansai,  that  will 
only  give  you  more  of  our  market." 

Mr.  Mead.  That's  right.  Mr.  Yohe  this  morning  said  that  he 
wanted  to  get  into  Heathrow.  What  would  happen  if  he  were  to  get 
into  Heathrow?  Who  would  they  take  the  slots  away  from? 

Mr.  MULVEY.  I  think  you're  sajdng  maybe  where  there's  a  will, 
there's  a  way,  or  where  they  see  a  benefit  to  themselves,  there's  a 
way,  and  I  think  you've  pointed  to  the  heart  of  the  problem.  They 
say,  "There's  no  benefit  to  our  carriers  from  opening  Kansai,  so 
we'll  not  open  it." 

Mr.  Oberstar.  Then,  the  other  side  of  the  argument  is,  do  we 
continue  to,  as  an  element  of  policy,  limit  Japanese  carrier  access 
to  the  U.S.  marketplace,  where  they  have  the  world's  best  air  traf- 
fic control,  they  have  the  expansive  infrastructure  capacity  and 
runway  capacity  and  half  of  the  world's  passengers,  and  tell  them, 
"Sorry,  you  can't  expand  your  operations  here"? 
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Mr.  Mead.  Well,  we  certainly  would  want  to  use  that  as  a  point 
of  leverage. 

Mr.  Veal.  I  don't  know  if  Japanese  carriers  particularly  want  to 
expand  their  operations  here  at  this  point  in  time. 

Mr.  Oberstar.  They'd  be  expanding  a  losing  proposition. 

Mr.  Veal.  Exactly.  Japanese  carriers  are  not  doing  so  well  in 
that  market,  and  I  think  they're  more  interested  in  consolidating 
their  positions  in  their  intra-Asian  markets,  rather  than  expanding 
their  operations  in  the  United  States.  They're  not  doing  so  well  in 
head-to-head  competition  with  U.S.  carriers. 

Mr.  Oberstar.  Let  me  move  to  renunciation  as  an  element  of 
policy.  What  thoughts  do  you  have  about  our  willingness  to  and  the 
wisdom  of  using  renunciation  against  countries  that  are  restrictive 
with  respect  to  a  U.S.  carrier? 

Mr.  Mead.  I  thought  the  Secretary  handled  it  well  this  morning. 
It's  one  of  those  devices  that  you  don't  want  to  use  except  as  a  very 
last  resort,  if  even  then.  I  do  not  share  the  views  of  some  of  the 
people  on  the  earlier  panel  that  said  that  renunciation  is  not  good 
in  practically  every  circumstance,  pointing,  as  examples,  to  the 
cases  where  it's  been  tried.  Well,  it  has  been  tried  by  other  govern- 
ments, and  it  has  not  worked  to  our  advantage,  in  their  estimation. 
But  in  the  case  of  the  renunciation  the  Secretary  was  alluding  to, 
the  moving  party  would  have  been  the  United  States. 

In  a  strange  way,  Mr.  Chairman,  I  think  the  code-sharing  ar- 
rangement from  1991  may  provide  the  Department  with  greater  le- 
verage than  it  otherwise  thought  it  had,  because  the  British  may 
now  realize  the  enormous  value  of  the  code-share  to  them,  and  now 
that  they  have  tasted  the  honey,  they  may  be  less  reluctant  to  let 
it  go,  as  the  Secretary  says,  "I'm  taking  code-sharing  off  the  table." 

Mr.  MULVEY.  Yes.  I'd  like  to  add  to  that  point  earlier  the  speak- 
ers pointed  out  that  every  time  there  was  a  renunciation,  the  Unit- 
ed States  came  out  worse  off.  That  is  true,  but  it's  also  true  that 
every  time  there  was  a  renunciation,  it  was  the  party  that  was 
being  renounced  against  that  came  out  worse  off,  and  now  we're 
talking  about  the  United  States  taking  the  lead  in  renunciation. 
Then,  if  true  to  form,  we  might  come  out  better  off.  That's  not  an 
endorsement  of  renunciation,  by  any  stretch  of  the  imagination,  but 
I  don't  think  the  prior  experience  really  tells  us  very  much  in  this 
case. 

Mr.  Oberstar.  On  the  other  hand,  with  the  trend  toward  other 
countries  negotiating  increasingly  restrictive  bilaterals  with  the 
United  States  or  amending  existing  bilaterals  or  MOUs  with  more 
restrictive  conditions,  as  their  economies  are  weak,  their  carriers 
are  losing  money,  and  they  try  to  improve  yields,  renunciation  be- 
comes a  very  attractive  option  for  some  countries,  since  you  leave 
everything  in  place  for  a  year  and  limit  U.S.  carriers,  who  have  the 
most  gain  from  expansion,  and  protect  their  carrier  in  the  short 
term. 

Mr.  Mead.  Exactly.  Look  at  France.  France  is  a  classic  example 
of  that.  What  does  France  have  to  gain,  with  the  condition  of  Air 
France  the  way  it  is  now,  in  renegotiating?  Their  concerns  about 
U.S.  carriers  and  their  efficacy  because  of  their  efficiencies  are 
probably  quite  well-grounded. 
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Mr.  Oberstar.  All  right.  Let  me  take  a  code-sharing  case  that 
I  constructed  for  your  purposes  in  following  this  matter  further  and 
developing  some  cost-benefit  analysis  for  code-sharing.  A  USAir 
Cleveland-Philadelphia  flight — an  example  you  used — connecting  to 
British  Air  Philadelphia-London  market.  It's  shown  as  a  BA  con- 
necting flight  Cleveland-London.  Should  we  conclude  that  BA  has 
achieved  wholly  new  access  to  Cleveland  in  a  Cleveland-London 
market,  or  should  we  take  account  of  BA's  pre-existing  authority  to 
develop  convenient,  well-advertised,  two-carrier  connecting  service 
with  a  U.S.  carrier  from  Cleveland  through  Philadelphia  to  Lon- 
don? In  that  case,  is  code-sharing  surrogate  interlining?  It's  kind 
of  like  a  Rubik's  cube  question.  [Laughter.] 

Mr.  Mead.  Yes,  it  is.  I  don't  think,  on  the  facts  as  you  describe 
them,  that  I  could  give  you  a  good  answer.  I  would  have  to  see  the 
agreement.  I  would  want  to  Imow  what  the  pro  rata  share  of  the 
seats  on  the  USAir  flight — what  proceeds  were  going  to  British  Air 
of  the  domestic  leg  of  that  flight,  something  that  would  not  have 
occurred,  as  I  understand  it,  under  interlining. 

I  think  as  a  practical  matter,  Mr.  Chairman,  that  the  incentive 
is  for  highly  coordinated  service  and  tight  scheduling,  all  the  con- 
veniences that  we're  speaking  of.  The  incentives  for  doing  that 
aren't  there  as  much  in  interlining  as  they  are  with  code-sharing, 
and  code-sharing,  whether  we  like  it  or  not,  is  becoming  the  func- 
tional equivalent  of  traffic  rights  in  some  circumstances,  and  they 
should  be  treated  that  way  accordingly. 

Mr.  Hannegan.  Yes,  and  it's  just  an  extremely  powerful  market- 
ing tool  given  the  way  code-share  flights  are  doubled  listed  on  the 
CRSs.  It  is  a  valuable  right.  It  is  in  some  sense,  enhanced  interlin- 
ing, but  in  another  sense,  it's  a  wholly  new  product  that,  in  this 
case,  British  Air  can  advertise. 

Mr.  Oberstar.  That  double-listing  is  a  new  element  in  this 
whole  equation,  something  that  I  saw  just  looking  at  airline  guides 
and  kept  seeing  these  listings  jump  up.  I  thought  I  saw  that  al- 
ready. 

Mr.  Hannegan.  Yes. 

Mr.  Oberstar.  And  I  had.  [Laughter.] 

Only  it  was  under  a  different  name. 

Mr.  Hannegan.  Yes. 

Mr.  Oberstar.  So  you  get  two  shots  at  it.  In  short,  the  example 
I  gave  you  is  not  atypical.  It's  not  an  overly  complicated  situation, 
but  probably  more  typical  of  the  types  of  arrangements  entered 
into  by  U.S.  and  foreign  carriers,  in  which  case,  then,  it  is  reason- 
able to  conclude  that  DOT  cannot  do  an  effective  analysis  of  the 
economic  benefits  of  code-sharing  without  requiring  changes  in  the 
data  that  airlines  are  required  to  report. 

Mr.  Hannegan.  Yes. 

Mr.  Mead.  Exactly.  Yes. 

Mr.  Oberstar.  Can  they  do  that  by  rulemaking? 

Mr.  Mead.  Yes.  They  couM  also  do  it  in  terms  of— prospectively, 
I  think,  with  code-sharing,  they  could  probably  establish  that  as  a 
prerequisite  of  approving  future  code-share  deals. 

Mr.  Oberstar.  Is  that  a  big  cost  deal  to  airlines,  to  make  such 
changes? 

Mr.  Mead.  We  haven't  analyzed  that. 
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[Subsequent  to  the  hearing,  the  following  was  received  from  Mr. 
Mead:] 

Mr.  Mead.  Mr.  Chairman,  based  on  our  discussions  with  officials  from  RSPA  and 
several  airlines,  we  believe  that  changing  their  data  systems  to  identify  code-sheire 
flights  would  not  be  very  expensive.  Although  the  airline  officials  we  interviewed  de- 
clined to  give  us  a  cost  estimate,  they  acknowledged  that  the  cost  would  not  be  pro- 
hibitive in  light  of  dot's  need  to  better  analyze  the  competitive  impacts  of  inter- 
national code-sharing. 

However,  these  airUne  officials  raised  a  very  good  point.  They  noted  that  if  DOT 
kept  requesting  additional  data,  then  it  would  become  very  expensive.  As  we  noted 
earlier,  DOT's  data  needs  were  set  in  the  early  1960s  to  address  domestic  route 
analysis.  With  the  rapid  globalization  of  the  airline  industry,  those  data  needs  have 
changed.  As  a  result,  we  believe  that  prior  to  making  any  request  for  additional 
data  from  the  airUnes,  DOT  needs  to  take  a  step  back,  examine  its  needs,  and  make 
a  comprehensive,  coherent  change  to  its  reporting  requirements  based  on  that  exam- 
ination. Otherwise,  the  airlines'  concerns  will  come  true.  Without  question,  repeated 
changes  and  requests  for  additional  data  could  become  very  expensive  for  the  air- 
Unes. 

Finally,  as  it  considers  its  needs,  DOT  should  examine  what  data  it  needs  from 
foreign  airUnes  that  operate  to,  fix)m,  or  through  the  United  States.  Currently,  the 
amount  of  data  DOT  keeps  on  foreign  operations  is  inadequate.  If  DOT  is  going  to 
request  additional  data  from  domestic  carriers,  then  we  believe  that  DOT  needs  to 
examine  ways  in  which  it  can  obtain  similar  data  for  foreign  flights  that  depart 
from  or  land  in  the  United  States.  One  possible  option  is  to  make  code-share  approv- 
als contingent  on  foreign  airlines  reporting  information. 

Mr.  Hannegan.  Some  airlines  are  telling  us  it  would  be  and  oth- 
ers are  saying  that  it  would  not  be  a  big  deal.  We're  going  to  have 
a  look  at  it.  That's  part  of  the  things  that  we're  going  to  do  in  our 
review.  It's  important  to  emphasize — I  should  emphasize  that  we've 
worked  really  closely  with  DOT  on  this,  and  they  recognize  the  lim- 
its of  the  data  they  now  collect.  They've  put  it  in  the  sense  that 
they've  run  up  against  a  wall,  as  far  as  their  analyses  of  code-shar- 
ing, because  of  the  limits  of  the  data,  and  they  recognize  that  in 
the  future  they're  going  to  need  to  do  a  rulemaking — I  mean,  ask 
the  carriers  for  this  type  of  information.  That's  the  type  of  thing 
that's  being  discussed  now.  The  measure  with  USAir  and  North- 
west to  get  the  data  starting  May  10th  is  just  a  stop-gap  measure. 

Mr.  Mead.  Let  me  help  the  record  on  this  question.  The  airlines 
that  would  oppose  reflecting  this  information  on  the  ticket  and  say, 
"Well,  it  would  cost  too  much,"  this  is  in  the  best  long-term  interest 
of  the  airlines.  The  very  people  that  will  complain  about  the  De- 
partment of  Transportation's  aggressiveness  and  coherency  in  ne- 
gotiating and  that  it  needs  to  take  sterner  positions  may  be  the 
very  ones  that  are  complaining  here  about  the  need  to  report  the 
information. 

I'd  say  in  the  longer  term  that  to  position  the  DOT  to  negotiate 
in  the  best  interest  of  the  U.S.  carriers,  they're  going  to  need  this 
type  of  information. 

Mr.  MULVEY.  They're  going  to  also  need  it  from  the  foreign  air- 
lines as  well,  and  getting  good  data,  up-to-date  data  from  the  for- 
eign airlines  may  be  difficult,  and  we  might  need  to  use  some  lever- 
age to  get  them  to  provide  the  data.  We  haven't  analyzed  it,  but 
such  approaches  as  sajdng,  "If  you  want  to  code-share  with  the 
United  States,  you're  going  to  have  to  provide  us  data  on  the  traffic 
on  these  code-shared  flights,  so  we  can  do  analysis."  We  have  not 
analyzed  that,  but  that's  a  possibility  for  getting  foreign  data. 

Mr.  Oberstar.  The  European  Community  can  require  that  of 
their  carriers  rather  easily. 
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Mr.  MULVEY.  Yes. 

Mr.  Hannegan.  Yes.  If  you  talk  to  the  DOT  staff,  they'll  tell  you 
their  biggest  problem  is  what  they  call  the  "foreign  blind  spot."  The 
data  from  the  foreign  side,  especially  when  it's  just  a  foreign  air- 
craft involved  in  the  code-share  flight,  is  not  collected  by  DOT. 
DOT  does  not  have  information  on  the  specific  flights  and  that's 
their  biggest  problem  as  far  as  determining  the  value  of  these 
things  to  foreign  carriers. 

Mr.  Oberstar.  All  right.  Do  you  have  any  thoughts  on  whether — 
the  question  I  asked  earlier — whether  individual  U.S.  carriers 
should  be  allowed  in  the  room  during  negotiations,  or  any  other  in- 
terests? 

Mr.  Mead.  DOT  needs  to  look  at  its  current  approach  very  care- 
fully. Our  testimony  doesn't  give  a  direct  answer  to  the  question 
you  just  asked.  It  does  say  that  DOT  needs  to  review  the  whole 
matter.  I  can  empathize  with  the  airlines.  While  the  Air  Transport 
Association  is  in  a  particularly  difficult  position  when  it's  trying  to 
represent  a  bunch  of  different  carriers,  they  are  in  the  room.  I  don't 
think,  on  the  other  hand,  the  suggestion  that  we'll  just  get  a  bigger 
room  to  accommodate  all  these  people  is  the  right  solution  either, 
and 

Mr.  MuLVEY.  Well,  I  think  we  applaud  the  DOT'S  decision  to  ex- 
periment, as  they  did  with  the  recent  Thai  negotiations,  to  see 
whether  or  not  this  would  work.  Obviously,  the  Thai  negotiations 
are  probably  far  less  contentious  and  far  less  difficult  than,  say, 
France,  but  at  least  they're  looking  at  the  possibilities. 

Mr.  Oberstar.  There  are  many  more  questions  I'd  love  to  engage 
with  you,  but  time  is  moving  on,  and  we  have  a  list  of  other  wit- 
nesses yet  to  come.  Thank  you  for  the  work  you've  already  contrib- 
uted, and  I  urge  you  to  press  the  Department  forward  on  this  eco- 
nomic data  gathering  on  code  sharing,  which  is  looming  as  an  ever- 
larger  element  of  U.S.  policy  in  international  aviation  trade. 

Mr.  Mead.  Yes.  We  sense  that  there  will  be  some  movement  over 
at  the  Department  on  this  data  issue. 

Mr.  Oberstar.  Thank  you. 

Our  next  panel  includes  Mr.  John  Solomon,  Director  of  the  De- 
partment of  Aviation  for  Kansas  City,  representing  USA-BIAS; 
and  the  ACI  representatives,  Mr.  James  Wilding,  First  Vice  Chair- 
man, and  Mr.  James  Bennett,  Chairman,  U.S.  International  Air 
Service  Program. 

Grentlemen,  welcome.  Glad  to  have  you  with  us  today. 

Mr.  Solomon,  we'll  begin  with  you. 

TESTIMONY  OF  JOHN  D.  SOLOMON,  DIRECTOR,  DEPARTMENT 
OF  AVIATION,  CITY  OF  KANSAS  CITY,  ON  BEHALF  OF  USA- 
BIAS;  JAMES  WILDING,  FIRST  VICE  CHAIRMAN,  AIRPORTS 
COUNCIL  INTERNATIONAL-NORTH  AMERICA,  AND  GENERAL 
MANAGER,  METROPOLITAN  WASHINGTON  AIRPORTS  AU- 
THORITY; AND  JAMES  BENNETT,  CHAIRMAN,  U.S.  INTER- 
NATIONAL AIR  SERVICE  PROGRAM,  AIRPORTS  COUNCIL 
INTERNATIONAL-NORTH  AMERICA,  AND  ASSISTANT  AVIA- 
TION DIRECTOR,  CITY  OF  PHOENIX  AVIATION  DEPARTMENT 

Mr.  Solomon.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  Mem- 
bers of  the  Aviation  Subcommittee,  I'm  John  D.  Solomon,  and  I  am 
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Director  of  Aviation  for  the  City  of  Kansas  City,  Missouri.  I'm  ap- 
pearing today  on  behalf  of  U.S.  Airports  for  Better  Internationail 
Air  Service,  which  is  called  USA-BIAS,  to  present  its  views  on  the 
United  States  international  aviation  policies.  I  would  ask  that  our 
written  testimony  be  received  and  entered  into  the  record  at  this 
time,  please. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Solomon.  As  its  name  implies,  USA-BIAS  was  formed  for 
the  purpose  of  urging  U.S.  and  foreign  government  policy  makers 
to  give  high  priority  to  enhancing  international  air  service  to  U.S. 
cities.  USA-BIAS  is  a  coalition  of  over  30  airports  throughout  the 
United  States,  including  some  of  the  largest  public  airports  in  the 
world,  as  well  as  many  smaller  ones — sort  of  the  haves  and  the 
have-nots  of  the  airport  world.  USA-BIAS  members  account  for 
over  40  percent  of  all  passengers  boarded  at  U.S.  airports  each 
year. 

I'd  like  to  take  this  opportunity  to  briefly  summarize  the  USA- 
BIAS  written  testimony  submitted  to  the  Subcommittee.  USA- 
BIAS  believes  that  it  is  vital  for  this  Administration  to  establish 
a  coherent  international  aviation  policy  that  expands  international 
air  service  opportunities  and  provides  the  U.S.  Government  with 
the  capability  to  enhsmce  economic  activity  and  create  jobs 
throughout  the  Nation. 

There  is  a  significant  and  direct  relationship  between  improved 
international  air  service,  on  the  one  hand,  and  jobs  and  economic 
growth  in  America,  on  the  other.  Shrinking  travel  time  expands 
trade.  The  high-tech  and  service-oriented  industries  which  form  the 
United  States'  most  competitive  elements  in  world  markets  have 
much  greater  needs  for  air  travel  than  the  traditional  smokestack 
industries.  Many  of  these  companies  are  relatively  new.  They  have 
grown  up  around  our  Nation's  network  of  domestic  air  service,  and 
now  they  need  direct  international  air  service  to  reach  their  over- 
seas customers.  You  cannot  trade  if  you  cannot  get  there,  so  a  com- 
pany's trading  horizons  are  largely  defined  by  the  markets  it  can 
reach  within  a  day's  journey. 

The  international  tourism  industry,  largely  created  by  air  trans- 
portation, is  now  a  $1.5  trillion-a-year  industry.  It  employs  about 
9  percent  of  the  world's  adult  labor  force  and,  significantly,  is  a  net 
foreign  currency  earner  for  the  United  States.  Europeans  and 
Asians  in  increasing  numbers  are  visiting  ur  resorts  and  other 
tourist  attractions;  however,  our  cities  can  participate  in  that  huge 
and  expanding  market  only  when  they  are  connected  to  sources  of 
foreign  tourism  by  direct  flights. 

In  short,  better  international  air  service  is  at  the  heart  of  our 
Nation's  ability  to  expand  in  world  markets  and  create  jobs  for 
Americans  in  manufacturing  and  tourism  here  at  home. 

A  recent  economic  study  revealed  that  23  new  international  air 
services  inaugurated  at  USA-BIAS  communities  since  1989  pro- 
duced an  estimated  $3.78  billion  in  new  economic  activity  during 
the  first  year  of  service  from  passenger  travel  alone.  Another  study 
conducted  by  10  of  our  members  indicated  that  each  new  inter- 
national route  adds  between  $250  million  and  $720  million  to  a 
community's  economic  activity. 
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Despite  these  unquestioned  economic  benefits,  the  U.S.  Grovem- 
ment's  actions  to  date  fail  to  recognize  the  broader  public  good  that 
results  from  expanded  international  air  services.  Instead  of  focus- 
ing on  the  overall  importance  of  expanded  international  air  service, 
the  Administration  seems  to  have  devoted  most  of  its  attention  to 
commercial  disputes  and  rivalries  among  individual  airlines,  U.S. 
and  foreign.  Instead  of  developing  a  coherent  policy,  the  Adminis- 
tration has  taken  an  ad  hoc  approach,  jumping  from  crisis  to  crisis, 
often  inconsistently. 

Let  me  turn  first  to  Canada,  a  relationship  largely  ignored  by  the 
Administration  so  far.  USA-BIAS  believes  that  a  new  aviation 
agreement  with  Canada  should  be  our  Government's  first  priority. 
Canada  now  represents  our  most  lucrative  opportunity  for  new  air 
service,  and  one  that  will  reap  the  largest  economic  rewards.  Air 
service  between  the  United  States  and  Canada  is  highly  restricted 
by  an  anachronistic  agreement  which  has  not  been  amended  since 
1974. 

Canada  is  our  largest  and  closest  trading  partner,  yet  many  of 
our  Nation's  busiest  airports  and  leading  tourist  centers  are  not 
even  on  the  route  map  for  scheduled  jet  service  between  the  U.S. 
and  Canada.  My  own  city,  for  example,  Kansas  City,  is  one  of  the 
largest  cities  in  the  Central  United  States  and  yet  does  not  have 
the  ability  to  receive  direct  service  to  Canada  under  the  existing  bi- 
lateral agreement. 

A  new  liberal  agreement  which  progressively  eliminates  the  bi- 
lateral restrictions  will  enormously  benefit  the  United  States'  eco- 
nomic interests.  Such  an  agreement  would  generate  more  than  $10 
billion  a  year  in  new  economic  activity  on  both  sides  of  the  border 
and  produce  more  than  200,000  jobs,  including  6,000  jobs  in  the  air 
transport  sector  alone. 

An  appendix  to  the  USA-BIAS  written  testimony  contains  a  pro- 
posal for  a  new  U.S.-Canada  agreement  that  was  developed  by  a 
group  of  32  U.S.  and  Canadian  cities  after  discussions  with  both 
governments  and  with  many  air  carriers.  That  appendix  lists  more 
than  50  urgently  needed  new  transborder  services  in  the  U.S.-Ca- 
nadian  market. 

Frankly,  the  fact  that  our  free  trade  agreement  with  Canada 
stops  six  feet  above  the  ground  is  clearly  inconsistent  with  the 
NAPTA  goal  of  creating  a  strong  and  vibrant  North  American  com- 
mon market.  In  an  era  when  business  and  tourism  are  dependent 
upon  readily  available  scheduled  air  service,  the  absence  of  an 
equally  free  aviation  agreement  with  our  Canadian  partner  can 
only  inhibit  the  promise  of  NAFTA. 

We  urge  the  Subcommittee  to  encourage  Secretary  Pena  to  give 
high  priority  to  creating  a  new,  liberal  agreement  with  Canada,  an 
agreement  that  can  be  signed  by  the  end  of  this  year.  We  must  find 
a  way  to  repair  the  stalled  talks  with  our  Canadian  friends. 

While  Canada  is  an  important  priority  for  USA-BIAS,  let  me 
touch  on  a  number  of  other  key  issues  discussed  in  our  testimony. 
First,  the  Administration  should  reaffirm  and  expand  the  success- 
ful Cities  Program,  which  has  been  an  important  vehicle  to  allow 
foreign  airlines  to  introduce  new  international  services  to  U.S. 
cities  without  the  delays  inherent  in  bilateral  negotiations.  The 
Cities  Program  has  allowed  foreign  carriers  to  provide  non-stop 
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service  to  U.S.  cities  not  covered  in  an  applicable  bilateral  agree- 
ment, provided  that  no  U.S.  airline  wishes  to  serve  the  route  and 
a  liberal  bilateral  agreement  with  a  foreign  carrier  is  in  effect.  Fur- 
thermore, the  Administration  should  promptly  move  forward  with 
USA-BIAS's  October  1992  petition  to  expand  the  Cities  Program  to 
include  all-cargo  services. 

Second,  it's  time  for  the  U.S.  Government  to  get  back  to  the  bar- 
gaining table  with  the  United  Kingdom  with  a  firm  objective  to  lib- 
eralize this  critical  and  long-restricted  market,  even  if  the  liberal- 
ization occurs  on  a  phased  basis.  Renunciation  of  the  Bermuda  II 
is  not  really  a  viable  option,  from  a  practical  standpoint.  If  total 
liberalization,  including  Heathrow  access,  is  not  possible  at  this 
time,  then  we  urge  the  Government  to  go  with  what  is  possible — 
an  interim  agreement  that  will  open  up  the  UK's  regional  airports 
and  provide  new  services  to  London's  Gatwick  and  Stansted  Air- 
ports, that  will  provide  significant  benefits  to  U.S.  communities 
and  the  traveling  and  shipping  public.  The  singular  focus  on 
Heathrow  access  may  hinder  our  ability  to  seize  the  opportunities 
that  clearly  are  present  to  create  new  routes  between  the  United 
States  and  the  United  Kingdom. 

Third,  USA-BIAS  believes  that  the  U.S.  Government  should  seek 
liberal  agreements  with  any  willing  bilateral  partner,  regardless  of 
how  large  or  small  they  may  be.  Sad  to  say,  the  U.S.  Government 
has  spumed  open-skies  overtures  by  at  least  three  countries — Swit- 
zerland, Finland  and,  just  this  week,  Austria — on  the  basis  that 
they  were  too  small  to  be  significant.  USA-BIAS  submits  that 
there  is  no  partner  who  should  be  considered  too  small  if  that  part- 
ner is  willing  to  enter  into  a  liberal  agreement. 

Kansas  City  receives  direct-long-haul  cargo  service  to  Amsterdam 
because  of  the  liberal  bilateral  between  the  U.S.  and  the  Nether- 
lands. Such  agreements  are  in  the  long-term  interest  of  the  United 
States.  They  open  new  markets  for  U.S.  cities,  and  they  assure 
U.S.  carriers  of  unrestricted  access.  More  importantly,  they  dem- 
onstrate the  United  States'  commitment  to  an  aviation  policy  based 
upon  competition,  rather  than  Grovemment  regulation. 

Fourth,  the  Administration  should  put  greater  effort  into  secur- 
ing an  open-skies  all-cargo  agreement  with  the  European  Union. 
Direct  contact  between  Secretary  Pena  and  Ambassador  Kantor 
with  the  European  Union's  trade  and  competition  commissioners  is 
needed  to  jump-start  these  talks. 

With  respect  to  code  sharing,  USA-BIAS  believes  that  code-share 
rights  should  not  replace  or  reduce  the  Administration's  determina- 
tion to  seek  more  direct  international  route  opportunities  for  Amer- 
ican cities,  whether  they  are  served  by  the  United  States  or  foreign 
carriers.  USA-BIAS  does  not  object  to  negotiation  of  code-sharing 
rights  per  se,  but  we  do  object  when  disputes  over  code-sharing 
rights  are  given  greater  importance  than  the  achievement  of  more 
liberal  bilateral  route  provisions  that  will  provide  direct  services. 
Negotiators  should  treat  code  sharing  as  a  matter  of  reciprocity 
and  not  something  that  should  be  traded  for  rights  to  provide  di- 
rect service  to  the  United  States  cities. 

In  conclusion,  Mr.  Chairman,  the  development  of  a  coherent 
international  aviation  policy  is  a  vital  immediate  objective.  If  the 
Clinton  Administration  could  develop  a  consistent  international 
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aviation  policy  based  upon  broad  economic  benefits,  rather  than  fo- 
cusing on  ad  hoc  airline  problems,  then  it  would  have  a  yardstick 
against  which  to  measure  each  bilateral  negotiation  in  the  context 
of  the  broad  national  interest. 

Secretary  Pena,  in  a  speech  before  lATA  last  year,  which  he  re- 
stated before  this  Subcommittee  today,  recognized  that  in  shaping 
international  aviation  policy,  the  Administration  must  consider  the 
interest  of  the  traveling  and  shipping  public,  the  airlines,  and  U.S. 
cities  desiring  better  international  air  service.  He  called  for,  and  we 
support,  strategies  to  obtain  a  more  liberal,  open  aviation  environ- 
ment, seeking  multilateral  agreements  in  the  long  term  and  liberal 
bilateral  agreements  in  the  meantime.  We  ask  only  that  the  Ad- 
ministration's actions  and  negotiation  strategies  follow  Secretary 
Pena's  stated  goals. 

This  concludes  our  formal  presentation,  Mr.  Chairman.  I  thank 
you  on  behalf  of  USA-BIAS  for  the  opportunity  to  present  our 
views. 

Mr.  Oberstar.  Thank  you  very  much.  You  represent  a  very  im- 
portant perspective  for  this  subcommittee — that  of  the  cities  and 
the  people  who  live  and  work  there  as  customers  in  this  inter- 
national service. 

Mr.  Solomon.  Thank  you,  sir. 

Mr.  Oberstar.  Mr.  Wilding,  welcome. 

Mr.  Wilding.  Yes,  sir.  Thanks  very  much  for  having  us.  I  am 
Jim  Wilding,  the  General  Manager  of  the  Metropolitan  Washington 
Airports  Authority  here  in  Washington,  and  the  First  Vice  Chair- 
man of  Airport  Council  International-North  America,  which  I'll  just 
call  ACI  from  here  on  out.  My  colleague,  Jim  Bennett,  to  my  left 
here,  is  the  Assistant  Aviation  Director  for  the  City  of  Phoenix  and 
runs  the  International  Air  Service  Program  within  ACI.  What  we'd 
like  to  do  is  collaborate  on  ACI's  statement,  hitting  the  highlights 
of  the  written  statement  that  we  sent  in  to  you  a  while  ago,  if 
that's  okay. 

Mr.  Oberstar.  Please  proceed. 

Mr.  Wilding.  As  you  know,  ACI  represents  the  local.  State,  and 
regional  governing  bodies  that  own  and  operate  commercial  service 
airports  in  the  United  States.  ACI  member  airports  serve  more 
than  90  percent  of  the  U.S.  domestic  scheduled  air  passenger  and 
cargo  trsLffic  and  virtually  all  U.S.  scheduled  international  travel. 

ACI  represents  U.S.  airport  and  community  interests  on  our 
country's  delegations  in  U.S.  international  aviation  negotiations. 
The  ACI-U.S.  International  Air  Service  Program  is  the  primary 
means  through  which  airports  and  communities  across  the  country 
participate  in  the  international  air  service  process  and  pursue  their 
intense  interest  in  developing  and  enhancing  international  air  serv- 
ice to  the  passengers,  shippers,  and  businesses  in  the  regions  that 
we  serve. 

Airports  and  communities  in  the  U.S.,  as  diverse  as  they  are  in 
many  respects,  share  a  common  vision  for  international  commercial 
aviation:  the  removal  of  Government  restrictions  of  an  economic 
regulatory  nature  to  the  point  that  airlines  of  any  nationality  may 
operate  international  services  based  upon  their  commercial  deci- 
sions, the  demand  for  air  service  in  the  community,  and  the  func- 
tioning of  market  forces. 
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International  travel  and  tourism  is  a  vital  part  of  America's  ef- 
fort to  improve  its  position  in  the  global  economy.  U.S.  business  in- 
terests depend  on  the  mobility  provided  by  frequent  air  service  be- 
tween countries,  and  visitors  to  this  country  make  a  significant 
contribution  to  the  balance  of  payments.  Our  statement  goes  on 
with  a  lot  of  chapter  and  verse  of  the  numbers  that  support  that. 
The  lifeline  of  this  key  sector  of  our  economy  is  air  service,  which 
must  be  developed  and  expanded. 

The  ideal  of  an  unrestricted  international  aviation  regime  is  far 
from  becoming  a  reality.  In  fact,  recent  trends  show  a  clear  tend- 
ency by  some  foreign  governments,  as  well  as  the  Clinton  Adminis- 
tration, to  move  away  from  the  expansion  of  service  opportunities. 
All  too  often,  governments  are  giving  in  to  protectionist  pressures 
exerted  by  some  airlines.  These  pressures  focus  on  preservation  of 
individual  airline  market  share,  rather  than  expansion  of  market 
opportunities  and  competition. 

Mr.  Chairman,  airport  operators  have  consistently  urged  the  U.S. 
Government  to  keep  its  eye  on  the  real  prize  of  international  air 
service:  the  economic  stimulation  that  results  from  meeting  local, 
regional,  and  national  market  demand  through  new  or  increased 
air  service.  That  real  prize  must  be  the  fundamental  objective  of 
the  U.S.  Government  in  its  international  air  service  negotiations. 

International  air  service  is  an  essential  element  of  U.S.  commu- 
nities' ability  to  compete  in  international  tourism,  business,  and  in- 
vestment, all  of  which  generate  employment.  Without  international 
air  service,  U.S.  communities  will  be  increasingly  isolated  from  the 
global  marketplace.  Air  service  is  the  means  through  which  our 
local  and  regional  economies  link  up  with  markets  throughout  the 
world. 

We  are  increasingly  concerned  that  the  public  interest  is  being 
sacrificed  to  the  much  more  limited  goal  of  trying  to  satisfy  the 
conflicting  marketing  objectives  of  individual  airline  companies. 
The  matrix  of  airline  interest  has  become  more  and  more  complex 
and  is,  in  our  view,  a  major  cause  of  the  unfocused  and  reactive 
approach  that  currently  characterizes  U.S.  aviation  negotiations. 

The  U.S.  Government  must  not  waiver  in  its  pursuit  of  the  goal 
of  liberalizing  aviation  agreements  with  our  trading  partners.  How- 
ever, while  we  support  liberal  agreements,  we  do  not  advocate  an 
all-or-nothing  approach.  We  understand  that  international  markets 
and  circumstances  differ,  and  that  liberalization  may  have  to  be 
phased  in  or  evolve  over  time,  or  temporary  restrictions  may  have 
to  be  accepted  in  order  to  retain  liberal  arrangements  or  to  make 
future  progress  toward  liberalization  possible. 

There  has  been  considerable  speculation  on  whether  the  tradi- 
tional bilateral  system  has  outlived  its  usefulness.  ACI  does  not 
favor  bilateralism  or  multilateralism  or  any  other  particular  ap- 
proach per  se,  but  rather  supports  a  pragmatic  approach  to  achiev- 
ing U.S.  objectives.  The  U.S.  (Government  should  pursue  ap- 
proaches that  are  most  likely  to  achieve  liberalization  of  aviation 
regimes  in  any  given  case,  depending  on  the  circumstances  at  that 
time.  We  believe  that  it  would  be  a  mistake  for  the  United  States 
to  pursue  an  inflexible  and  single-minded  approach  to  every  nego- 
tiation. While  we  support  and  welcome  liberal  multilateralism  in 
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international  aviation,  the  U.S.  should  not  miss  the  opportunity  to 
conclude  new  liberal  bilateral  agreements  or  improve  existing  ones. 

Unilateral  opportunities  for  liberalization  also  exist.  In  addition 
to  negotiations,  the  U.S.  Grovernment  should  continue  to  authorize 
new  air  services  under  the  so-called  Cities  Program,  which  provides 
for  the  approval  of  services  to  U.S.  communities  by  foreign  carriers 
if  a  liberal  agreement  exists  between  the  carrier's  homeland  and 
the  U.S.  and  the  market  is  unserved. 

Jim. 

Mr.  Bennett.  Mr.  Chairman,  the  U.S.-Canada  negotiations, 
which  stalled  a  year  and  a  half  ago,  are  a  classic  case  of  how  broad 
economic  benefits  and  opportunities  to  the  citizens  and  commu- 
nities of  both  countries  can  be  overshadowed  by  the  narrow  and 
conflicting  concerns  of  individual  airlines.  A  new,  less-restrictive  bi- 
lateral aviation  agreement  between  the  U.S.  and  Canada  is  impera- 
tive. The  U.S.-Canada  Air  Services  Agreement  is  one  of  the  most 
restrictive  and  antiquated  that  the  U.S.  has  with  any  country. 

The  difficulties  of  traveling  by  air  between  the  two  capitals  are 
known  to  many  in  this  town.  Elsewhere  around  the  country,  where 
inadequate  air  service  to  Canada  is  the  rule,  not  only  is  the  public 
inconvenienced,  the  economic  survival  and  growth  of  businesses 
and  communities  are  at  stake.  It  is  incomprehensible  that  with 
NAFTA  now  in  place,  transborder  air  service  opportunities  will 
continue  to  be  restricted,  in  large  measure  because  a  consensus  of 
the  airlines  cannot  be  achieved.  Does  this  mean  that  if  an  airline 
consensus  is  never  achieved  or  a  major  airline  objects,  a  community 
without  air  service  to  Canada  will  never  have  that  opportunity? 

We  understand  that  divergent  airline  views  exist  on  both  sides 
of  the  border,  which,  of  course,  complicates  the  situation.  NAFTA 
itself  will  impact  different  companies  and  regions  in  three  different 
countries  somewhat  differently,  but  it  is  recognized  that  it  will  re- 
sult in  the  broad  economic  development  benefits  that  result  from 
opening  up  markets.  For  aviation,  the  issue  is  essentially  the  same. 
The  broader  benefits  of  air  service  to  the  public  and  the  general 
economy  must  not  be  held  hostage  through  the  multiple  and  chang- 
ing priorities  or  the  potential  market  share  impacts  of  individual 
airlines. 

Our  concern  about  airline  obstruction  to  new  service  opportuni- 
ties is  not  hypothetical.  For  example,  service  to  Tampa  recently 
proposed  by  the  Costa  Rican  airline  LACSA  under  the  Cities  Pro- 
gram was  held  up  by  the  U.S.  Government  in  response  to  opposi- 
tion by  United  Airlines.  The  price  for  the  new  LACSA  service  was 
not  new  service  opportunities  for  United,  but  rather  obtaining  addi- 
tional ticket  counter  space  for  United's  operation  in  Costa  Rica  in 
an  attempt  to  match  American  Airlines'  ticket  counter  space.  So 
much  for  the  priority  of  economic  development  and  growth  over  in- 
dividual airline  issues. 

ACI  urges  the  governments  of  the  United  States  and  Canada  to 
resume  negotiations  at  the  earliest  possible  time.  Communities  in 
both  countries  are  working  hard  to  make  this  happen,  and  Sec- 
retary Pefia  and  Minister  Young  met  last  week  during  the  NAFTA 
Summit  and  addressed  the  issue.  Mr.  Chairman,  we  solicit  your 
support  and  assistance,  and  that  of  the  subcommittee,  in  opening 
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the  aviation  market  between  the  U.S.  £ind  Canada  for  the  benefit 
of  the  public. 

Mr.  Chairman,  if  you'll  indulge  me  for  about  a  minute,  I  would 
also  like  to  share  with  you  my  personal  observations  concerning  the 
lack  of  an  open-skies  agreement  between  the  United  States  and 
Canada.  This  is  an  issue  that  deeply  affects  my  own  City  of  Phoe- 
nix. 

Obviously,  Arizona's  a  popular  destination  for  visitors,  particu- 
larly in  the  winter,  when  our  sunshine  still  thinks  it's  summer. 
Each  year,  well  over  100,000  Canadians  visit  Arizona  to  enjoy 
swimming  in  October,  tennis  in  November,  and  golf  in  December. 
However,  due  to  the  restrictive  nature  of  the  bilateral  agreement 
between  the  U.S.  and  Canada,  it  is  impossible  for  these  fine  people 
to  fly  to  Phoenix  direct  on  regularly  scheduled  commercial  service. 

As  a  result,  these  visitors  sometimes  are  forced  to  arrive  via  a 
kind  of  crazy  Rube  Goldberg  concoction  involving  awkward  routes, 
plane  changes,  and  charter  flights.  This  makes  no  sense,  but  due 
to  the  restrictive  nature  of  this  agreement,  we  continue  to  act  out 
this  unnecessary  drama  day  after  day,  year  after  year. 

In  addition  to  the  leisure  markets,  my  own  State  of  Arizona  suf- 
fers from  the  business  penalties  that  come  with  this  restrictive  bi- 
lateral. The  underl3dng  principle  behind  NAFTA,  as  mentioned  pre- 
viously, was  to  facilitate  the  flow  of  goods  and  services  among  Can- 
ada, the  United  States,  and  Mexico.  Given  the  geographical  loca- 
tion of  Arizona,  we  have  become  quite  a  gateway  for  access  into  the 
Sonoran  state  of  Mexico;  however,  our  restrictive  agreement  with 
Canada  deters  the  flow  of  goods  to  and  from  Mexico  via  Arizona 
and  into  Canada. 

It  is  incomprehensible  to  us — completely  incomprehensible — ^why 
we  allege  to  have  a  free  trade  agreement  in  North  America  when 
the  Canadian  bilateral  continues  to  exist  in  its  current  doleful 
state.  We  understand  the  basic  premise  behind  free  trade  agree- 
ments— that  some  industries  may  experience  negative  implications 
as  a  result  of  a  more  open  bilateral  agreement.  However,  the  un- 
derlying principle — the  very  basic  assumption — is  that  the  genersd 
economy  will  improve  in  the  United  States,  as  well  as  Canada  and 
Mexico,  if  we  are  able  to  liberalize  the  agreement  between  our 
countries. 

Mr.  Chairman,  moving  on  to  some  comments  concerning  the  U.S. 
delegation  composition,  the  U.S.  Government  recently  decided  to 
allow  individual  U.S.  carriers  to  participate,  on  a  trial  basis,  as 
members  of  the  U.S.  delegations  that  negotiate  international  air 
service  agreements.  ACI  strongly  objects  to  this  practice.  As  rep- 
resentatives of  U.S.  airports  and  the  communities  they  serve,  ACI 
would  have  expected  to  have  been  consulted  in  this  matter  before, 
rather  than  after,  the  Government  came  to  a  decision  to  allow  indi- 
vidual U.S.  carriers  on  the  delegation.  In  our  view,  the  U.S.  Gov- 
ernment should  continue  the  proven  and  workable  approach  of  in- 
cluding trade  associations,  not  individual  U.S.  interests,  on  the 
U.S.  delegation. 

We  are  also  very  concerned  that  the  U.S.  international  aviation 
process  would  be  detrimentsdly  affected  by  the  direct  participation 
of  individual  airline  companies  on  the  U.S.  delegation.  Direct  air- 
line participation  would  inject,  in  a  potentially  disruptive  way,  the 
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varied,  conflicting,  and  often  changing  perspectives  of  each  airline 
company  regarding  each  negotiation  into  the  functioning  of  the 
U.S.  delegation.  Tliis  environment  would  alter  the  Government's 
face-to-face  dealings  with  foreign  delegations  and  disrupt  efforts  to 
reach  agreements  with  foreign  governments.  It  may  also  prompt 
greater  reliance  on  closed-door  decisionmaking,  as  I  think  you  per- 
haps pointed  out  earlier  this  morning,  through  government-only 
meetings,  a  major  step  backward  in  the  consideration  of  all  legiti- 
mate interests  in  the  process. 

We  urge  the  Government  to  cease  to  allow  individual  carriers  to 
be  on  the  U.S.  delegation.  If,  however,  the  Government  should  de- 
cide that  individuaJ  airline  representatives  will  be  permitted  to 
participate  on  the  delegations,  either  on  a  trial  or  permanent  basis, 
it  is  ACI's  position  that  individual  airport  operator  representatives, 
upon  their  request,  must  also  be  permitted  to  participate. 

Although  individual  airport  operator  representatives  have  now 
been  invited  to  participate  in  the  U.S.-Austria,  U.S. -Germany,  U.S.- 
China, and  U.S.-Macau  talks  as  part  of  the  trial,  the  Department 
of  State  has  made  it  clear  that  no  precedent  is  being  established 
by  that  action.  Permitting  individual  carriers  on  the  delegation 
without  individual  airport  operator  representatives  would  upset  the 
current  balance  among  U.S.  interests  and  would  send  the  clear  sig- 
nal that  broader  economic  airport,  community,  and  consumer  inter- 
ests in  this  country  are  being  relegated  to  a  lesser  status  than  pri- 
vate carrier  interest. 

The  passengers,  shippers,  and  businesses  in  communities  and  re- 
gions throughout  the  U.S.  have  an  enormous  stake  in  the  develop- 
ment of  air  service.  The  public  bodies  that  own  and  operate  public 
airports  and  represent  the  local  public  interest  in  aviation  must 
have  at  least  the  same  access  to  the  international  aviation  process 
as  private  airline  companies.  But,  fundamentally,  we  believe  that 
expansion  of  the  U.S.  delegation  with  individual  interests  would  be 
detrimental  to  the  international  air  service  process. 

Mr.  Wilding.  Just  finishing  up,  if  I  could,  our  written  statement 
has  some  points  in  it  about  both  airport  proprietary  rights  and  the 
collection  of  U.S.  international  air  travel  statistics,  both  of  which 
we'd  ask  you  to  take  a  look  at.  We  could  kind  of  use  a  hand  in  both 
of  those  areas. 

The  Clinton  Administration  has  announced,  of  course,  that  it  will 
issue  its  international  aviation  policy  by  June  of  this  year.  We  un- 
derstand that  interested  U.S.  parties  will  have  an  opportunity  to 
comment  on  a  draft  policy  statement  prior  to  the  Administration  fi- 
nalizing it.  The  U.S.  members  of  ACI  welcome  the  opportunity  to 
express  their  views  on  a  draft  policy  statement  on  international 
aviation  upon  its  release,  and  we  thank  you  again  for  having  us 
today. 

Mr.  Oberstar.  You're  very  welcome,  and  we're  very  happy  to 
have  you  here.  Since  the  newest  kid  on  the  block  in  this  business 
is  code  sharing,  let  me  start  with  that  issue  and  ask  your  opinion 
from  a  perspective  different  from  that  of  the  carriers  and  of  the  De- 
partment. Does  it  give  consumers  benefits?  Is  it  a  deceptive  prac- 
tice on  balance  for  the  broad  number  of  travelers?  Is  it  a  competi- 
tive or  anti-competitive  device? 

Mr.  Wilding.  Do  you  want  to  start,  John? 
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Mr.  Solomon.  I  think  the  answer  to  that  question  is,  it  depends. 
I  think  there  are  some  distinct  advantages  to  code  sharing  in  cer- 
tain circumstances.  There  are  other  problems,  though,  with  code 
sharing  in  that  airport  signing  can  be  confusing.  When  you  see 
signing  from  a  carrier  who  obviously  has  a  sign  in  the  airport  at 
the  ticket  counter,  but  there  are  no  employees  from  that  airline  at 
that  ticket  counter,  the  ticket  stock  is  the  domestic  carrier's  ticket 
stock.  The  people  from  the  Midwest  are  convenienced  when  they 
are  able  to  have  a  seamless  trip  from  Kansas  City  to  Europe.  That 
is  a  convenience,  but  it's  also  confusing  for  them  to  get  on  a  DC- 
9  and  think  they're  going  to  get  to  Europe  on  a  DC-9.  [Laughter.] 

It  just  doesn't  happen  that  way. 

Mr.  Oberstar.  Do  you  think  there  are  many  passengers  that 
really  don't  understand — when  they  see  service  from,  let's  say, 
Kansas  City  to  London,  that  they  really  think  that  they're  going  to 
land  there  non-stop,  they're  going  to  go  on  one  carrier? 

Mr.  Solomon.  I  think  there  are  a  few,  Mr.  Chairman,  but  I 
think 

Mr.  Oberstar.  Not  the  business  travelers. 

Mr.  Solomon.  Not  the  business  traveler,  no.  It's  the  vacation 
traveler  who  doesn't  travel  frequently  that  may  be  somewhat  mis- 
led by  signing  and  by  a  designation  of  a  single  flight  number.  But 
I  think  that  there  certainly  are  some  distinct  advantages  for  the 
carriers.  There  are  some  distinct  advantages  for  the  city.  If  brag- 
ging rights  count  for  anything,  then  that's  an  important  feature. 

Mr.  Oberstar.  Well,  I  see  that  on  my  travels  back  to  my  district, 
where  I  get  on  flights  from  the  Twin  Cities  up  to  the  north  land, 
and  there's  a  whole  group  of  folks  who  are  either  going  fishing  or 
they're  coming  home  to  visit  relatives  or  they're  there  for  the  4th 
of  July  or  one  of  the  ethnic  celebrations,  and  they  get  on  and  say, 
"Oh,  I  didn't  know  we  were  going  to  fly  in  one  of  these.  Is  it  safe?" 
[Laughter.] 

And  "Please  watch  your  step,"  you  know,  "Don't  stumble  on  the 
little  partition  in  the  middle  of  the  aircraft."  Those  folks  really 
haven't  been  told.  They  don't  know  what  they're  getting  into. 

Mr.  Wilding.  ACI  has  not  taken  a  position  on  it.  My  own  view 
is  that  code  sharing  is  more  good  than  bad.  I  guess  I  view  it  as  a 
legitimate  business  practice  in  a  business  that  we  have  encouraged 
to  be  very,  very  competitive  and  very  market-oriented  and  to  do 
what  it  can  to  find  its  way  in  the  world.  It  gave  birth  to  this  prac- 
tice, and  I  guess  I'm,  frankly,  inclined  to  take  sort  of  a  wide  path 
around  it  in  terms  of  criticizing  it. 

Mr.  Bennett.  I  don't  know  that  I  could  criticize  it.  I  would  share 
Mr.  Solomon's  remarks.  In  Phoenix,  where  many  of  the  carriers 
participate  in  the  code-sharing  arrangements,  it  does  cause  a  lim- 
ited amount  of  confusion  among  the  non-experienced  traveler. 
Some  of  the  carriers,  though,  are  very  good  with  their  marketing, 
and  when  they're  operating  the  code-share  flight,  they  dress  their 
agents  in  the  uniform  of  the  non-domestic  carrier  so  that  the  per- 
son actually  thinks  that  they're  being  treated  as  if  they're  boarding, 
say,  the  British  Airways  flight  on  the  USAir  code  share. 

But  there  is  a  certain  amount  of  confusion  on  the  minds  of  the 
public.  I  don't  think  that  it  necessarily  adds  any  additional  benefits 
to  the  community,  other  than  those  interline  benefits  that  most 
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communities  received  via  U.S.   scheduled  domestic  services  into 
those  same  markets,  however. 

Mr.  Solomon.  Mr.  Chairman,  if  I  may  add  something  to  that,  it's 
still  connecting  service  any  way  you  slice  it,  and  it's  not  as  good 
as  direct  or  non-stop  service  for  many  communities, 

Mr.  Oberstar.  Going  back  to  a  matter  of  broader  policy  that  I 
asked  earlier  in  the  day,  do  you  feel  that  the  policies  of  the  1980s, 
which  I  felt  gave  a  disproportionate  share  of  international  rights  to 
the  largest  carriers,  was  a  balanced  policy?  Should  that  change  in 
the  future?  Should  smaller  carriers  be  given  opportunities  for  serv- 
ice, or  should  we  always  have  a  tilt  toward  the  biggest,  strongest 
carrier  with  the  largest  aircraft  and  greatest  number  of  aircraft? 

Mr.  Solomon.  Mr.  Chairman,  in  the  case  of  Kansas  City,  this 
morning  when  Congresswoman  Collins  was  commenting  about  hav- 
ing only  five  flights  per  day  from  Detroit  to  London,  the  thought 
struck  me  that  I'd  gratefully  take  five  flights  a  week  from  Kansas 
City  to  London,  and  I  don't  particularly  care  who  provides  it,  so 
long  as  they  have  the  equipment  to  provide  it  and  the  means  and 
are  willing  to  do  so.  So  I  really  don't  think  that  dominance  and  the 
award  of  international  service  to  larger  carriers  is  in  the  best  inter- 
est particularly  of  communities  that  do  not  have  international  serv- 
ice or  who  have  inadequate  international  service. 

Mr.  Oberstar.  Well,  in  the  case  of  the  U.S.  bilateral  with  Italy, 
a  route  was  designated  for  a  U.S.  carrier  from  a  U.S.  city  to  Milan 
and  on  to  Rome.  It  was  a  new  route  award.  The  Department  made 
the  decision  to  go  with  United  over  USAir  because  United  was  of- 
fering 747  service  out  of  Chicago  and  USAir  was  offering  767  serv- 
ice out  of  Pittsburgh — a  bigger  carrier  from  a  bigger  base,  over  a 
smaller  carrier,  smaller  aircraft,  from  a  smaller  population  base, 
into  a  market  that  has  very  severe  restrictions  on  capacity  and 
pricing. 

Now,  if  Kansas  City  had  been  in  that  mix,  you  probably  wouldn't 
have  felt  very  good  about  being  dumped  in  favor  of  Chicago. 

Mr.  Solomon.  Well,  sir,  we've  been  dumped  in  favor  of  Chicago 
so  many  times  that  we're  used  to  it.  [Laughter.] 

Mr.  Oberstar.  On  that  score,  I'll  yield  to  my  colleague,  Mr. 
dinger. 

Mr.  Clinger.  Thank  you  very  much. 

Mr.  Solomon,  you  indicated  that  in  lieu  of  getting  a  new  bilateral 
agreement  with  Great  Britain,  or  as  part  of  it,  if  we  can't  do  any- 
thing at  least  in  the  near  term  with  Heathrow,  we  should  negotiate 
to  get  greater  access  through  Stansted  and  Gatwick.  Wouldn't  that 
take  away  some  leverage  that  we  might — I  mean,  that  might  pre- 
clude us  from  ever  getting  additional  access  to  Heathrow.  Were  you 
suggesting  that  we  should  take  Stansted  and  Gatwick  in  lieu  of,  or 
should  we  insist  on  all  three? 

Mr.  Solomon.  No,  sir.  I  think  as  an  interim  step  we  ought  to  ask 
for  service  to  Gatwick  and  Stansted. 

Mr.  Clinger.  With  the  idea  that  somewhere  down  the  road  we 
might  get  additional  slots  into  Heathrow? 

Mr.  Solomon.  Yes,  sir,  that's  correct.  What  we  view,  for  those  of 
us  in  communities  that  do  not  have  either  adequate  or  have  no 
international  air  service  at  all,  is  that  anything  is  better  than  noth- 
ing, and  for  communities  like  Kansas  City  that  have  a  very  strong 
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O&D  market  but  have  no  hub,  it  might  represent  an  opportunity 
for  Kansas  City  to  finally  achieve  international  air  service  to  some 
other  city  that  might  match  Kansas  City  in  terms  of  relative  size, 
for  example. 

Mr.  Clinger.  In  your  view,  how  has  the  Cities  Program  that  was 
initiated  in  the  last  decade  worked?  Has  it  been  a  success?  How 
broad  has  it  been?  Have  there  been  cancellations?  Just  give  me  sort 
of  a  rundown  on  that. 

Mr.  Solomon.  Congi-essman,  I  think  the  program  has  been  ex- 
tremely successful.  In  our  testimony  we  asked  that  it  be  continued 
and,  in  fact,  expanded  to  include  the  cargo  element.  Certainly,  our 
experience  has  been  with  our  Amsterdam  cargo  service  that  be- 
cause of  the  Cities  Program,  we  had  access  to  Amsterdam,  where, 
without  the  Cities  Program,  we  might  not  have.  There  are  a  num- 
ber of  successes  with  the  Cities  Program.  I  have  a  list  of  them  that 
I  would  be  happy  to  provide  to  you. 

Mr.  Clinger.  Any  failures? 

Mr.  Solomon.  None  to  my  knowledge,  sir. 

Mr.  Clinger.  So  all  the  ones  that  have  started  up  are  still  oper- 
ating, as  far  as  you  are  aware. 

Mr.  Solomon.  As  far  as  I'm  aware,  yes,  sir. 

Mr.  Wilding.  Could  I  jump  in  on  that  for  a  moment?  I  would 
suspect  even  if  there  had  been  a  failure  or  two,  that  it  would  not 
suggest  that  there  was  anjrthing  wrong  with  the  program.  What  I 
think  our  communities  want  very  badly  is  the  opportunity  to  get 
in  there,  attract  a  carrier,  and  have  the  market  dictate  whether 
that  carrier  is  successful  or  not,  and  I  guess  I  would  even  stretch 
that  a  little  bit  and  make  the  argument  that  maybe  the  Cities  Pro- 
gram is  a  little  bit  too  conservative  if  there  hasn't  been  a  failure 
or  two.  It's  that  opportunity  that  we're  looking 

Mr.  Clinger.  That  they  should  be  encouraging  people  to 
take 

Mr.  Wilding.  Exactly.  Because  I  hope  there's  no  missing  in  what 
we've  said  here,  that  I  think  all  three  of  us  feel  very,  very  strongly 
that  the  application  of  U.S.  policy  has  been  far  too  tilted  toward 
the  currency  of  carrier  interests  and  has  not  had  nearly  enough 
focus  on  the  cities'  interest. 

Mr.  Clinger.  Well,  that  was  my  next  question.  I  wanted  to  get 
all  three  of  your  views  as  to  what  role  the  consideration  of  pas- 
senger or  economic  impact  on  communities  should  be  in  the  bilat- 
eral negotiations  that  we  have. 

Mr.  Wilding.  We  think  it  should  be  very  heavy.  When  anybody 
addresses  themselves  to  this  subject,  they  say  all  the  right  things, 
but  when  push  comes  to  shove  and  you're  in  a  negotiation  and  the 
U.S.  negotiators  really  have  their  windsock  up  and  they're  figuring 
really  where  the  heavy  winds  are  coming  from,  it  is  clear  that  it's 
the  carriers  interest  that  is  the  currency  on  the  table,  and  every- 
thing else  is  under  the  table  or  out  of  sight  someplace.  That  is  just 
fundamentally  wrong,  in  our  view. 

Mr.  Bennett.  And  if  I  may  add  to  that,  it  places  the  commu- 
nities across  the  United  States  at  a  competitive  disadvantage  in 
economic  development  and  participating  in  the  global  market,  in 
that  it  restricts  our  ability  to  compete  effectively  for  international 
services  to  facilitate  the  flow  of  goods  and  passengers  from  our 
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communities,  and  as  a  result  of  that,  we  need  to  come  up  with  a 
program  where  a  community  can  make  a  case  for  service  to  a  car- 
rier. 

As  Jim  indicated,  the  Cities  Program  should  be  expanded  to 
allow  that  service  to  take  place,  because  it's  very  much  like  shop- 
ping at  the  mall.  Impulse  buying,  when  you  walk  in  the  door,  the 
store  that's  there  first  tends  to  have  higher  sales  than  the  store 
that's  on  down  the  sidewalk.  Gateways  are  very  similar.  The  gate- 
ways that  have  the  service  tend  to  have  more  of  the  investment, 
more  of  the  activity  than  those  communities  that  are  further  down- 
stream. 

Mr.  Clinger.  You  said,  Mr.  Solomon,  that  Kansas  City  has  been 
a  bridesmaid  but  not  a  bride  in  this  operation.  Why  do  you  think 
that  is?  Have  there  been  opportunities?  As  foreign  airlines  have  ad- 
dressed this  thing,  they  just  have  not  seen  it  as  viable  economi- 
cally? 

Mr.  Solomon.  Of  course,  one  of  our  major  difficulties  is  that  we 
are  not  a  hub.  We  are  a  spoke.  We  have  been  a  bridesmaid  several 
times  in  being  a  hub,  and  we  have  always  been  left  at  the  altar 
by  three  carriers.  TWA,  when  it  merged  with  Ozark,  moved  to  St. 
Louis,  Eastern  Airlines  built  a  hub  in  Kansas  City  and  then,  of 
course,  failed,  and  Braniff  not  once,  but  twice,  built  hubs  in  Kansas 
City  £ind  failed  both  times.  So  three  times  a  bridesmaid  and  never 
a  bride. 

Mr.  Clinger.  Never  a  bride.  Well,  good  luck. 

Mr.  Solomon.  That's  the  biggest  inhibiting  factor  in  obtaining 
the  international  service,  and  for  us,  that's  why  international  cargo 
service  is  so  important  and  so  vital  to  us.  That's  one  area  where 
geography  can  help  us. 

Mr.  Clinger.  So  you  would  be  in  favor,  then,  of  what  is  being 
proposed,  which  is  to  negotiate  with  the  European  Union  a  cargo 
agreement. 

Mr.  Solomon.  Very  definitely,  yes,  sir. 

Mr.  Clinger.  Preparatory,  hopefully,  to  getting  an  agreement  on 
passengers. 

Mr.  Wilding,  in  terms  of  foreign  airports,  are  they  keeping  up 
with  their  infrastructure  needs?  Are  they  going  to  be  able  to  deal 
with  a  dramatic  increase  or  the  projected  increases  in  traffic  over 
the  next  decade  or  so? 

Mr.  Wilding.  More  no  than  yes.  It  differs  greatly  in  the  parts  of 
the  world  that  one  is  talking  about.  Clearly,  over  in  Europe,  there 
are  some  airports  that  are  very,  very  environmentally  constrained. 
The  same  thing  is  true  in  Asia,  and  then  down  in  some  parts  of 
Asia  and  Africa,  you  have  a  basic  lack  of  technology  and  economic 
resource  to  put  the  infrastructure  in  place.  But  there  are  just  a  lot 
of  problems  around  the  world  on  that  front  that  I  think  are  very 
worrisome. 

Mr.  Clinger.  So  we're  doing  a  better  job  in  that  regard  than  our 
foreign  trading  partners? 

Mr.  Wilding.  No  question  about  it,  in  my  mind. 

Mr.  Clinger.  Thank  you,  gentlemen. 

Mr.  Oberstar.  Let  me  come  back  to  the  example  of  London  and 
the  alternative  airports  to  Heathrow.  If  you  fly  to  Stansted,  but 
then  have  to  cab  all  the  way  across  London,  that  can  be  quite  a 
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chore.  I  would  just  say  that  my  new  bride  and  I  hone5rmooned  in 
Paris,  and  it  rained  every  day,  so  we  said,  "Let's  go  to  London,"  and 
we  went  to  London,  and  it  rained  there,  except  for  two  hours. 
Those  two  hours  were  spent  in  a  cab  getting  from  the  airport  to 
the  city.  [Laughter.] 

But  there  we  learned  about  the  magic  of  Stansted  and 

Mr.  Wilding.  Gatwick. 

Mr.  Clinger.  Gatwick. 

Mr.  Oberstar.  Gatwick,  yes.  You  don't  have  connecting  service 
from  those  two  airports  to  important  points  that  you  want  to  go  to 
on  the  continent.  The  airport  director  and  the  surrounding  commu- 
nity folk  from  Stansted  were  in  earlier  this  year  and  met  with  Mr. 
Clinger  and  met  with  me  and  other  interests  to  advocate  the  glo- 
ries of  Stansted,  and  I  just  dropped  a  quiet  little  question  about, 
"How  do  you  get  from  Stansted  elsewhere?"  Well,  really  there's  no 
"there"  there  after  Stansted.  You  come  to  Stansted,  and  you  enjoy 
all  those  wonderful  communities  over  there  on  that  side  of  London 
and  Southeast  England.  Then  travelers  are  faced  with  an  unaccept- 
able burden. 

Either  Stansted  and  Gatwick  have  to  grow,  or  they  just  have  to 
build  more  runways  and  another  terminal  at  Heathrow.  Am  I  miss- 
ing a  mark  there  somewhere? 

Mr.  Solomon.  I  think  you're  right  on  the  mark.  It's  the  chicken- 
and-egg  problem.  Which  comes  first?  Do  you  build  a  facility  and 
hope  to  grow  into  it,  or  do  you  grow  as  demand  requires?  And  if 
there  is  demand  spurred  or  created  by  new  international  service, 
it  will  give  them  the  opportunity  to  grow  the  ground  transportation 
and  the  connecting  service  from  those  airports  to  other  parts  of 
England,  and  perhaps  other  parts  of  Europe  as  well. 

Mr.  Oberstar.  Now,  you've  recited  your  difficulties  of  dealing 
with  other  carriers  and  expanding  air  service  in  Kansas  City.  I'm 
sure  you've  done,  in  that  process,  a  good  deal  of  economic  analysis. 
What  would  be  the  economic  impact  upon  Kansas  City  of  city  pair 
service  to,  say,  a  point  or  points  in  Canada  or  a  point  or  points  on 
the  European  continent? 

Mr.  Solomon.  The  largest  market  that  we  have  in  terms  of 
international  market  is  Toronto.  We  have  had  discussions  with  sev- 
eral all-cargo  carriers  who  would  love  to  serve  cargo  from  Toronto 
and  from  that  area  to  Kansas  City,  and  of  course,  they  cannot  at 
this  time.  The  impact  initially  would  not  be  enormous  in  terms  of 
cargo  development.  The  impact  in  terms  of  passenger  development 
would  be  quite  significant  and  could  be  quite  a  stimulus  for  the 
economy  in  Kansas  City.  That  is  the  number  one  destination  for 
our  business  for  international  travel. 

Mr.  Oberstar.  So  without  expanded  service,  everything  is  not  up 
to  date  in  Kansas  City. 

Mr.  Solomon.  Yes,  sir,  that  is  correct. 

Mr.  Oberstar.  Mr.  Bennett,  I  want  us  to  see  that  U.S.-Canada 
talks  get  going,  and  I've  explored  that  somewhat  with  the  Sec- 
retary earlier  today.  He  did  not  come  forward  with  any  startling 
revelation  of  his  discussions  with  his  two  transport  minister  coun- 
terparts. Presumably,  they  don't  have  much  to  report.  But  can  you 
quantify  the  benefits  to  Phoenix — to  Arizona,  generally — of  that 
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100,000  Canadian  passengers  and  what  might  be  a  potential  mar- 
ket if  such  service  were  expanded? 

Mr.  Bennett.  Mr.  Chairman,  the  numbers  that  I  quote  to  you 
are  basically  the  people  that  are  finding  their  way  via  air  transpor- 
tation each  season,  as  we  call  it  today.  The  number  is  much  larger 
than  that  that  come  by  alternative  means,  such  as  the  automobile 
or  the  ever-popular  mobile  home,  to  escape  the  Canadian  winters. 
The  other  side  of  that  coin,  though,  is  the  numbers  of  Arizonans 
that  travel  to  Canada  in  the  summer  to  escape  the  heat,  which 
makes  it  a  very  complimentary  market  for  our  State. 

Given  normal  stimulations  on  new  routes,  I  would  say  that  that 
number  that  I've  used  could  well  over  double  with  direct  non-stop 
service  to  the  three  major  Canadian  markets  of  Toronto,  Montreal, 
and  Vancouver.  The  current  markets  are  of  a  high  enough  level 
that  we  think  we  could  sustain  daily  service  in  each  of  those  mar- 
kets, and  the  economic  benefits  of  that,  then — positioning  our  State 
to  access  Mexico  under  North  American  Free  Trade,  the  benefits 
are  just  tremendous. 

Mr.  Oberstar.  Now  in  the  Canada-U.S.  talks — and  I  ask  the 
question  not  just  specifically  for  the  U.S.-Canada  agreement,  but  as 
an  element  of  policy — the  Canadian  position  has  been  that  they 
will  provide  expanded  service  to  Canada,  but  only  afl:er  a  phase- 
in  period  of  time  for  U.S.  carriers  to  develop  that  service,  and  want 
a  much  shorter  period  of  time  in  which  to  expand  their  service  into 
the  U.S.,  and  U.S.  carriers  have  opposed  that  policy.  Now,  it's  in 
their  interest  perhaps  to  oppose  that  policy.  What  is  the  interest 
of  the  cities  in  that  policy  mix? 

Mr.  Wilding.  I  think  you  would  find  most,  if  not  all,  of  the  air- 
ports going  into  it  recognizing  the  enormous  difference  between  the 
U.S.  carrier  industry  and  the  Canadian  carrier  industry  and  will- 
ing to  see  some  sort  of  reasonable  phase-in  that  would  be  relatively 
short  in  time  and  targeted  in  terms  of  the  Canadian  markets,  if 
that  were  the  price  of  getting  into  a  liberal  deal  with  Canada.  And 
I  think,  frankly,  the  carriers  were  supportive  of  that  in  the  first 
round  of  negotiations. 

Once  the  carrier  alliances  shifted  around  a  bit  during  the  nego- 
tiation process,  then  the  carrier  winds  blew  the  other  way  on  that. 
One  of  the  real  chilling  effects  on  the  negotiations  today  is  the 
shifting  carrier  position  on  that  very  point,  their  willingness  to  see 
a  phase-in  period  initially,  and  now  being  very,  very  cool  to  that 
notion. 

Mr.  Oberstar.  Any  other  observations? 

Mr.  Bennett.  Just  to  echo  what  Mr.  Wilding  has  said,  a  phase- 
in,  I  think,  would  be  acceptable  to  most  communities,  because  our 
interest  is  to  develop  the  trade,  and  if  we  can  see  that  over  a  given 
time  period  there  will  be  opportunities,  that  the  services  will  begin 
to  fall  in  place,  I  think  that  most  communities  could  become  sup- 
portive of  that. 

Mr.  Solomon.  I  agree,  Mr.  Chairman. 

Mr.  Oberstar.  I  think,  there  again,  there  are  the  differing — per- 
haps not  necessarily  conflicting,  but  certainly  differing  views  and 
interests  of  carriers  and  cities,  carriers  and  passengers,  and  that 
brings  me  to  the  last  question  that  I  want  to  ask,  and  that  is  the 
matter  of  who  sits  in  the  room  during  negotiations. 
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My  view  is  that  only  the  Grovernment  can  represent  fairly  all  in- 
terests. The  Grovemment  negotiator  should  be  the  filter  through 
which  all  interests  pass,  and  it  should  balance  those  interests  out 
and  speak  on  behalf  of  the  broadest  public  interest.  But  if  the  Ad- 
ministration is  going  to  proceed  in  this  line,  then  where  do  you 
stop?  Who  sits  in  that  room? 

Mr.  Wilding.  My  sense  is  there  really  is  no  logical  stopping  point 
then.  It  just  keeps  rolling  down  the  hill.  And  I  think  in  some  of  the 
earlier  testimony  there  was  a  view  expressed  that,  frankly,  I  dis- 
agree with.  Our  trade  association,  ACI,  represents  us  in  those 
talks,  represents  us  in  the  sense  of  being  on  the  delegation,  getting 
information,  which  they  then  pass  on  to  us.  A  lot  of  the  airports 
they  pass  that  information  on  to  are  in  fierce  competition  for  some 
of  the  services  being  discussed. 

I  think  the  same  thing  is  true  on  the  carrier  side,  and  ATA's  rep- 
resentative in  the  room  is  not  meant  to  be  an  advocate  for  one  air- 
line versus  another  in  the  discussions,  but  rather  to  basically  carry 
away  information  it  can  share  with  its  members,  and  they  can  then 
do  whatever  they  want  to  do  with  it,  and  usually  that's  fighting  be- 
tween themselves,  because  that's  exactly  what's  going  on  over  on 
our  side.  Our  communities  are  struggling  with  each  other  for  a  lim- 
ited amount  of  service,  but  we're  doing  it  with  common  information 
that's  coming  out  through  our  trade  organization. 

So  we  think  the  Government  had  it  right  the  first  time,  having 
us  represented  by  a  trade  association,  having  the  airlines  rep- 
resented by  a  trade  association,  and  let  it  go  at  that.  We  think  they 
made  a  serious  mistake  by  putting  that  door  ajar  here  a  little  bit. 
We  think  they  need  to  slam  it  in  a  hurry. 

Mr.  Oberstar.  Thank  you  very  much. 

Mr.  Solomon.  Mr.  Chairman,  I  agree  with  that,  with  one  slight 
difference.  Airports  are  now  in  competition  with  one  another  for 
the  use  of  the  airplane,  and  they  have  been  since  1978,  when  we 
de-regulated  this  industry.  While  we're  colleagues  and  we're  friends 
and  we  have  trade  associations,  we're  also  competing  for  that  use 
of  the  airplane,  and  if  airlines  are  to  be  individually  allowed  to  be 
participants  in  that  process,  then  cities  should  certainly  have  the 
same  rights.  The  cities  are  usually  the  last  ones  to  be  consulted  or 
heard  from. 

We're  like  a  three-legged  stool  in  this  industry.  It  takes  the  three 
legs  of  the  stool  to  hold  it  up.  One  leg  is  the  passengers,  one  leg 
is  the  airlines  that  provide  the  service,  and  one  leg  is  the  airports 
that  provide  a  place  for  them  to  operate.  Without  any  one  of  those 
three  legs,  the  whole  industry  falls  down.  If  there  is  to  be  the  op- 
portunity for  individual  airlines  to  participate  in  the  process,  then 
airports  should  be  allowed  to  do  so  as  well,  and  cities. 

But  I  agree  with  Mr.  Wilding  that  it  is  probably  in  everyone's 
best  interest  to  allow  the  trade  associations  to  represent  the  inter- 
est of  the  parties  and  keep  the  numbers  as  low  as  possible. 

Mr.  Oberstar.  Thank  you  very,  very  much.  I  agree.  I  just  think 
there  has  to  be  a  larger  role  for  the  users,  the  people  who  are  actu- 
ally going  to  benefit — the  cities,  the  travelers,  passengers,  the  air- 
ports. We'll  continue  with  this  process,  and  we  thank  you  for  help- 
ing us  begin. 

Mr.  Solomon.  Thanks  again. 
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Mr.  Wilding.  Thank  you. 

Mr.  Bennett.  Thank  you,  sir. 

Mr.  Oberstar.  Our  next  panel  is  the  Air  Freight  Association 
group:  Mr.  Ditano,  National  Air  Carrier  Association;  Mr.  Langton, 
Southern  Air  Transport;  Mr.  Alterman,  Air  Freight  Association; 
and  Mr.  Fort,  World  Airways. 

Thank  you  very  much.  We're  glad  to  have  you  gentlemen.  Let's 
begin  with  Mr.  Ditano.  As  always,  your  entire  statement  will  ap- 
pear in  the  record,  and  you  may  summarize  as  you  wish. 

TESTIMONY  OF  RALPH  DITANO,  SENIOR  VICE  PRESIDENT,  NA- 
TIONAL AIR  CARRIER  ASSOCIATION,  INC.,  ACCOMPANIED  BY 
VANCE  FORT,  SENIOR  VICE  PRESIDENT,  LEGAL  AND  GOV- 
ERNMENTAL AFFAIRS,  WORLD  AIRWAYS,  INC.;  JOHN  L. 
PALO,  VICE  PRESIDENT,  GOVERNMENT  AND  EMPLOYEE  RE- 
LATIONS, SOUTHERN  AIR  TRANSPORT,  INC.;  AND  STEPHEN 
A.  ALTERMAN,  PRESIDENT,  AIR  FREIGHT  ASSOCIATION 

Mr.  Ditano.  Thank  you,  Mr.  Chairman.  I  have  a  summary  state- 
ment for  Mr.  Driscoll.  Also  accompanjdng  me  today  is  Vance  Fort. 

Mr.  Oberstar.  He's  been  here  before  on  other 

Mr.  Ditano.  He's  been  here  before. 

Mr.  Oberstar.  I  went  back  and  read  his  previous  testimony  from 
years  ago,  just  to  make  sure  he's  going  to  be  consistent.  [Laughter.] 

Mr.  Ditano.  And  John  Palo  is  representing  Bill  Langton  from 
Southern  Air  Transport. 

Mr.  Chairman,  the  National  Air  Carrier  Association  represents 
six  certificated  U.S.  airlines  which  specialize  in  both  charter  and 
niche-type  scheduled  services  for  both  passengers  and  cargo  inter- 
nationally. We  are  pleased  to  have  this  opportunity  to  present  our 
views  with  regard  to  the  need  for  an  enlightened  international 
aviation  policy. 

Following  the  report  of  the  Airline  Commission,  the  Administra- 
tion has  outlined  an  initiative  to  promote  a  strong,  competitive 
aviation  industry.  This  report  recognizes  that  many  actions  are  re- 
quired to  achieve  that  end.  It  is  our  understanding  that  a  com- 
prehensive report  and  policy  statement  is  to  be  issued  in  June  of 
1994. 

Pending  publication  and  review  of  the  Administration's  policy 
statement,  there  are  several  outstanding  issues  which  we  will  ad- 
dress today.  The  first  one  is  the  need  for  balance  in  bilateral,  as 
well  as  multilateral  agreements.  The  U.S.  is  the  largest  generator 
of  traffic,  both  cargo  and  passenger,  in  the  world.  The  vast  territory 
of  the  United  States  presents  a  fertile  field  that  others  desire  to 
plow  in  exchange  for  opportunities  in  their  countries,  which  are 
usually  considerably  smaller  with  less  traffic  overall  than  the  U.S. 
offers. 

Exchanges  with  all  countries,  but  especially  smaller  countries, 
must  be  predicated  on  a  balance  of  opportunities  and  benefits.  Eco- 
nomic analysis  and  advance  of  negotiations  is  an  essential  require- 
ment in  order  to  achieve  such  balance.  Such  analyses  should  be 
conducted  by  the  U.S.  Grovemment  in  conjunction  with  industry 
input,  and  should  undergo  review  and  challenge  before  being  of- 
fered to  a  trading  partner. 
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Balance  must  be  secured  within  any  bilateral  or  multilateral 
agreement  being  negotiated,  and  in  that  regard,  such  agreements 
must  cover  charter  as  well  as  scheduled  service  as  both  are  co- 
equal under  U.S.  policy,  and  must  provide  for  cargo  as  well  as  pas- 
senger combination  services.  Fifth  Freedom  charters  should  not  be 
authorized  to  a  foreign  carrier  unless  U.S.  carriers  obtain  an  equal 
benefit  of  the  same  magnitude  from  the  foreign  country. 

On  code  sharing,  code  sharing  is  not  presently  defined,  offers  un- 
equal opportunities  to  a  few  carriers  versus  the  many,  may  be  anti- 
competitive, and  assigns  U.S.  rights  to  foreign  carriers,  which  in 
the  long-term  will  adversely  affect  U.S.  aviation  rights  and  oppor- 
tunities. 

What  is  code  sharing,  and  what  are  its  limits?  What  is  its  value? 
Who  selects  the  partners  of  such  arrangements?  Is  code-sharing  in 
the  public  interest?  Is  it  a  deceptive  merchandising  practice?  Is  it 
anticompetitive?  Should  antitrust  immunity  be  granted  to  parties 
who  compete  against  other  U.S.  interests?  We  apologize  for  the 
myriad  of  questions,  but  it  is  the  only  way  to  focus  attention  on 
this  so-called  novel  arrangement,  which  really  pits  one  U.S.  and 
one  foreign  carrier,  as  parties  to  an  agreement,  against  all  other 
U.S.  carriers. 

Why  should  the  strong  be  entitled  to  select  with  whom  code  shar- 
ing is  to  be  permitted?  Why  should  not  all  carriers  be  entitled  to 
engage  in  code-sharing,  as  it  is  merely  an  extension  of  interlining? 
The  Government  should,  through  a  carrier  selection  proceeding,  de- 
cide who  the  parties  to  such  an  arrangement  Eire.  U.S.  traffic  must 
not  be  funneled  to  foreign  carriers  by  a  partner,  especially  Grovem- 
ment-sponsored  traffic,  absent  an  agreement,  as  provided  for  in 
Section  1117(c)  of  the  Federal  Aviation  Act.  "Fly  America"  must  be 
honored  and  protected. 

Our  third  point  is  on  open  skies.  Open-skies  arrangements,  ei- 
ther for  cargo  or  passenger  operations,  must  be  accomplished  on  an 
equivalency  basis.  The  U.S.  should  not  open  its  vast  skies  to  open 
operations  by  foreign  airlines  in  exchange  for  limited  opportunities 
for  U.S.  airlines  in  foreign  countries.  The  last  vestige  of  the  pre- 
vious Administration,  which  supported  open  skies,  appears  to  have 
engulfed  the  present  Administration. 

Open  skies,  properly  defined,  could  be  good  for  expanding  com- 
merce and  good  for  U.S.  carriers  as  well  as  foreign  carriers,  but 
thorough  analyses  must  be  conducted  prior  to  determining  the  ex- 
change of  open  skies  to  the  U.S.  in  exchange  for  lesser  rights  to  a 
foreign  country.  As  for  the  public  interest,  merely  obtaining  limited 
access  or  total  access  to  a  smaller  country  in  exchange  for  granting 
vast  opportunities  to  plunder  the  U.S.  is  certainly  not  in  the  public 
interest. 

Our  fourth  point  is  that  global  operations  must  still  be  predi- 
cated on  an  exchange  of  like  opportunities  of  the  same  magnitude. 
How  do  we  achieve  so-called  global  carriers?  Is  it  through  alli- 
ances? Or  is  it  by  having  a  worldwide  U.S.  air  carrier,  such  as  the 
former  Pan  .^erican  World  Airways?  Pan  American  World  Air- 
ways was  not  a  chosen  instrument,  but  allowing  one  U.S.  carrier 
to  participate  with  one  foreign  carrier  leads  to  a  chosen  instru- 
ment. 
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If  it  is  by  alliances,  who  shows  the  flag?  Who  supports  U.S.  inter- 
ests— a  foreign  carrier  or  a  U.S.  carrier?  Some  alliances  are  essen- 
tial, but  they  can  never  replace  a  U.S.  worldwide  carrier  operation, 
whether  by  a  single  U.S.  carrier  or  by  a  combination  of  smaller 
U.S.  carriers  operating  to  various  parts  of  the  world. 

On  strategic  operations,  the  U.S.  strategically  and  competitively 
must  have  its  own  capability  to  effectively  support  national  defense 
and  protect  its  commercial  routes  and  opportunities.  Air  transpor- 
tation must  not  be  permitted  to  decline  and  transfer  to  foreign  op- 
erators, as  sealift  did. 

Each  carrier,  under  the  Federal  Aviation  Act  of  1958,  is  required 
to  support  national  defense,  as  well  as  the  Postal  Service  and  for- 
eign and  domestic  commerce.  The  U.S.  must  have  the  best  fleet  in 
the  world  in  order  to  support  the  U.S.  military  in  times  of  emer- 
gency. The  U.S.  cannot  afford  to  have  a  dedicated  organic  military 
fleet  capable  of  deploying  forces  on  a  worldwide  basis  in  support  of 
contingency  operations. 

Thus,  U.S.  carriers  must  be  committed  to  the  national  defense  ef- 
fort through  the  Civil  Reserve  Air  Fleet  program  and  be  willing  to 
offer  and  make  their  capability  available  during  a  Stage  1,  2,  or  3 
emergency,  as  determined  by  competent  military  authorities.  Thus, 
it  is  essential  that  the  U.S.  have  a  long-range  U.S.  carrier  fleet — 
a  fleet  that  operates  to  all  parts  of  the  world,  not  just  to  major  traf- 
fic hubs,  and  then  funnels  traffic  to  foreign  carriers  to  take  on  to 
other  foreign  places. 

The  U.S.  must  have  a  worldwide  civil  air  carrier  net,  similar  to 
that  which  was  previously  provided  by  Pan  American  and,  in  part, 
by  TWA.  This  can  be  achieved  in  one  or  two  ways:  a  large  world- 
wide carrier,  or  a  combination  of  smaller  carriers  that  operate  to 
various  parts  of  the  world,  but  collectively  form  a  worldwide  net, 
which  in  turn  make  their  capability  of  long-range  aircraft  available 
to  the  Department  of  Defense  in  the  event  of  an  emergency.  To  pro- 
vide for  the  latter,  small  niche-type  carriers  should,  in  bilateral  ne- 
gotiations, be  provided  for  on  a  priority  basis. 

On  competition,  U.S.  carriers  must  not  be  subjected  to  competi- 
tion by  operators  who  use  excess  former  military  aircraft  to  com- 
pete with  valid  U.S.  carriers  who  have  been  certificated  by  the  U.S. 
Government  to  provide  worldwide  services  as  needed.  The  U.S. 
must,  through  the  regulatory  process,  restrict  operators  who  seek 
to  engage  in  commercial  arrangements  for  compensation  or  hire  by 
legislation  to  ensure  that  these  carriers  do  not  erode  or  compete 
with  U.S.  carriers. 

Our  conclusions  are  that: 

(1)  U.S.  international  aviation  policy  must  be  based  on  sound 
principles  which  foster  U.S.  carrier  opportunities  while,  at  the 
same  time,  offering  foreign  carriers  an  equitable  opportunity  in  ex- 
change for  expanded  opportunities  for  U.S.  carriers,  both  large  and 
small; 

(2)  Small  U.S.  carriers  must  not  be  relegated  to  an  inferior  posi- 
tion in  bilateral  or  multilateral  negotiations. 

(3)  The  principles  set  forth  to  govern  international  aviation  in 
Section  1102(b)  of  the  Federal  Aviation  Act  need  review  and  updat- 
ing, which  should  be  reaffirmed  as  the  basis  upon  which  U.S.  policy 
objectives  are  founded; 
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(4)  Code  sharing  or  combined  operations  of  a  U.S.  carrier  and  a 
foreign  carrier  require  a  detailed  analysis  on  the  public  record  to 
determine  whether  there  is  a  public  interest.  If  an  alliance  is  deter- 
mined to  be  in  the  public  interest,  detailed  criteria  should  be  devel- 
oped to  govern  the  code-sharing  arrangements.  Code-sharing  ar- 
rangements should  not  be  exchanged  bilaterally  or  multilaterally 
when  other  U.S.  interests  desire  non-code-share  opportunities  or 
authority  to  provide  service,  because  the  combined  code-share  oper- 
ations of  a  foreign  and  U.S.  carrier  could  severely  restrict  the 
smaller  carriers'  opportunity  or  ability  to  serve  the  market; 

(5)  Air  carrier's  commitment  to  serve  a  market  must  provide  for 
national  defense  objectives,  and  in  carrier  selection  cases,  the  abil- 
ity to  serve  the  market  directly  and  to  provide  for  the  national  de- 
fense must  be  the  governing  criteria,  not  code-sharing  opportuni- 
ties; 

(6)  Open  skies  and  other  arrangements  should  be  analyzed  by 
U.S.  Government  and  industry  jointly  prior  to  determining  the  type 
of  arrangements  which  are  to  be  negotiated  either  multilaterally  or 
bilaterally; 

(7)  On  routes  where  several  U.S.  carriers  compete,  code  sharing 
by  one  U.S.  carrier  with  a  foreign  carrier  should  not  be  permitted. 
This  could  lead  to  anti-competitive  conduct  through  the  joint  oper- 
ation. A  small  U.S.  carrier  could  be  precluded  from  competing  with 
the  combined  strength  of  a  large  U.S.  and  foreign  carrier  through 
the  so-called  seamless  operation  provided  through  code  sharing  ar- 
rangements; and 

(8)  Lastly,  legislation  to  protect  U.S.  carriers  interests  is  required 
to  detail  the  limits  that  must  be  established  on  operators  of  re- 
stricted category  aircraft,  as  well  as  requiring  the  same  supervision 
and  adherence  to  the  same  safety  criteria  to  which  U.S.  certificated 
air  carriers  are  required  to  comply.  The  FAA  should  be  required  to 
apply  the  same  criteria  to  non-certificated  carriers  as  they  apply  to 
certificated  carriers. 

Thank  you  very  much. 

Mr.  Oberstar.  Thank  you,  Mr.  Ditano.  You  finished  just  in  time. 
I  have  to  recess  the  subcommittee  for  the  pending  vote  on  the  floor, 
which  might  be  followed  by  another  vote  in  the  House,  a  vote  in 
the  committee,  the  whole.  We'll  be  back  just  as  soon  as  possible. 

[Recess.] 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting,  and  we 
will  continue  with  the — is  Mr.  Palo  the  substitute  for  Mr.  Langton? 

Mr.  Palo.  Yes,  I  am. 

Mr.  Oberstar.  All  right.  We  will  continue  with  you,  since  you 
are  next  on  the  witness  list. 

Mr.  Palo.  Okay.  I'm  John  Palo  of  Southern  Air  Transport.  I'd 
like  to  put  Mr.  Langton's  written  statement  into  the  record. 

Mr.  Oberstar.  Without  objection,  Mr.  Langton's  statement  will 
appear  in  the  record. 

Mr.  Palo.  I'll  just  make  a  few  comments  to  go  over  what  he  had 
said. 

Southern  Air  appreciates  the  opportunity  to  appear  before  this 
committee.  We  are  a  member  of  the  National  Air  Carrier  Associa- 
tion. We  support  the  statements  of  Ralph  Ditano.  We'd  just  like  to 
add  a  few  comments  of  our  own. 
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We  feel  a  need  for  U.S.  policy  to  protect  air  carriers  from  en- 
croachment from  operators  of  surplus  military  aircraft  of  a  re- 
stricted category,  ^^en  I  was  assisting  Mr.  Langton  in  this  state- 
ment, I  went  back  in  the  record  on  this  issue,  back  to  about  three 
years  ago,  when  he  first  brought  this  to  your  attention  in  a  pre- 
vious testimony  or  statement  of  his,  and  we're  very  pleased  at  what 
has  transpired  in  the  last  three  years. 

I  think,  Mr.  Chairman,  through  your  leadership  and  interest, 
there's  been  a  great  deal  accomplished  in  coordination  with  the 
FAA  and  the  State  Department,  particularly  on  the  operation  of 
the  restricted  category  aircraft.  As  there's  been  progress  in  that 
area,  Southern  Air  has  also  grown  and  become  larger.  We  are  also 
now  operating  four  747-100  aircraft  in  scheduled  cargo  service  to 
Taipei  and  Hong  Kong.  We  are  operating  four  DC-8  aircraft  in 
charters  and  wet-lease  for  other  carriers. 

Still,  the  L-lOO  is  the  main  backbone  of  our  fleet,  and  that's  the 
commercial  version  of  the  C-130.  It's  the  L-100.  We're  the  largest 
operator  in  the  world  of  that  airplane,  and  we  operate  for  oil  com- 
panies, are  heavily  into  famine  relief  in  Africa  presently  with  seven 
airplanes,  and  we're  a  large  participant  in  the  CRAF  Program  for 
the  Air  Force.  We  mention  that  because  we  still  feel  that  there  are 
some  things  that  need  to  be  corrected,  that  that  fleet,  which  is  the 
backbone  of  our  operation,  is  still  being  jeopardized  by  some  of  the 
restricted  category  aircraft  that  are  operating. 

Just  recently,  the  State  Department  issued  an  export  license  for 
a  C-130  to  be  dry-leased  to  the  United  Nations  for  operation  in  Af- 
rica, and  this  was  precluded  under  the  normal  regulations  of  pre- 
venting it  from  operating  it  for  compensation  or  hire  if  the  owner 
of  the  aircraft  operated  it,  and  it  would  not  have  been  exported. 
But  they  got  around  this  by  dry-leasing  it  to  the  United  Nations, 
and  the  FAA  does  not  have  jurisdiction  in  that  case  because  it's 
not — what's  presented  in  front  of  the  FAA  is  not  for  compensation 
and  hire.  They  are  just  giving  them  the  aircraft.  Then  the  United 
Nations  turns  around,  since  they  don't  have  pilots  or  crews,  they 
contract  back  to  the  owner  of  the  airplsine  probably,  or  a  similar 
company,  for  the  crews  and  the  maintenance  to  operate  the  air- 
craft, so  in  essence  it  still  winds  up  being  operated  for  compensa- 
tion or  hire,  but  through  another  convoluted  method. 

We  feel  that  it  should  be — this  loophole  would  be — we'd  like  to 
see  that  closed,  and  the  FAA  could  have  some  jurisdiction  over  that 
type  of  arrangement.  Tremendous  progress  has  been  made,  and 
we've  been  very  pleased  with  the  FAA's  efforts  and  the  State  De- 
partment on  their  export  controls,  but  this  one — their  hands  are 
tied  on  this,  and  we  would  seek  your  leadership  in  some  further  as- 
sistance and  diligence  in  this. 

Thank  you  very  much. 

Mr.  Oberstar.  Thank  you.  Well  certainly  look  into  that  matter 
further. 

Mr.  Alterman. 

Mr.  Alterman.  Thank  you,  Mr.  Chairman.  Good  evening.  We 
really  do  appreciate  the  opportunity  to  testify  this  evening  on  the 
important  subject  of  U.S.  international  aviation  policy. 

Indeed,  to  a  large  extent,  the  future  of  our  industry  will  depend 
on  the  international  policies  advanced  by  the  United  States  in  its 
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relationships  with  our  trading  partners.  While  domestic  airline  de- 
regulation has  enabled  our  members  to  expand  at  a  somewhat  diz- 
zying pace  in  domestic  markets,  the  international  side  of  the  busi- 
ness has  been  much  slower  to  develop.  Much  of  this  stagnation  is 
related  to  the  inability  of  the  United  States  Grovemment  to  take 
the  bold  action  necessary  to  open  foreign  cargo  markets. 

To  put  our  positions  and  concerns  in  some  perspective,  it  is  prob- 
ably a  good  idea  to  briefly  describe  today's  all-cargo  industry.  Al- 
though several  all-cargo  carriers  existed  prior  to  1977,  the  real 
birth  of  our  industry  could  be  traced  to  the  Cargo  Deregulation  Act 
of  1977.  From  a  base  of  virtually  zero,  the  all-cargo  industry  has 
grown  to  a  major  force  in  today's  world  economy.  Our  members'  an- 
nual revenues  today  exceed  $20  billion.  We  employ  over  150,000 
full-time  equivalent  employees,  and  we  ship  over  seven  billion 
pounds  of  freight  each  year. 

We  expect  this  expansion  to  continue  into  the  foreseeable  future, 
but  we  are  hampered  in  our  international  operations  by  an  archaic 
system  of  bilateral  treaties.  Moreover,  all  too  often  in  the  past,  the 
needs  of  our  industry  have  either  been  overlooked  by  the  U.S.  Grov- 
emment, or  valuable  cargo  opportunities  have  been  lost  when  trad- 
ed for  increased  passenger  rights.  If  there  were  any  doubt  that 
such  action  has  taken  place,  it  was  probably  erased  by  the  testi- 
mony of  DOT  representatives  last  summer  before  the  National 
Commission  to  ensure  a  strong,  competitive  airline  industry. 

For  example,  at  that  hearing,  the  Director  of  the  DOT's  Office  of 
International  Aviation  testified  to  the  following,  and  I'll  just  quote 
briefly,  on  the  issue  of  market  share,  when  questioned  on  the  issue 
of  cargo  market  shares: 

I  think,  in  fact,  we  have  argued  with  our  foreign  partners  about  this  when  they 
have  raised  the  market  share  of  U.S.  passenger  carriers.  We  have,  in  many  of  these 
cases,  pointed  out  to  them,  when  you  look  at  the  total  economic  benefits  of  the  bilat- 
eral agreement,  they  are  frequently  much  more  even  and,  in  some  cases,  even  ac- 
crue to  the  benefit  of  the  foreign  carrier  because  of  the  percentage  of  the  cargo  mar- 
ket they  have.  While  our  percentages  of  the  passenger  market  are  usually  quite 
high  fi-om  the  European/Asian  point  of  view,  sometimes  out  of  proportion  to  what 
it  should  be,  the  reverse  or  almost  the  reverse  certainly  does  obtain  in  the  cargo 
area.  And,  as  I  say,  we  have  used  this  to  argue,  and  I  think,  justly,  with  oiu-  avia- 
tion partners,  that  this  levels  the  field  quite  considerably. 

Now,  while  DOT  has  claimed  that  these  words  did  not  mean  that 
low  cargo  market  shares  have  been  used  to  justify  higher  passenger 
figures  or  that  cargo  rights  have  been  used  as  chips  to  secure  in- 
creased passenger  service,  we  submit  that  both  the  reality  of  the 
situation  and  the  DOT  testimony  last  summer  is  ample  evidence 
that  cargo  traditionally  has  simply  not  been  given  the  same  consid- 
eration as  passenger  rights. 

With  these  problems  in  mind,  the  Air  Freight  Association  would 
offer  the  following  few  suggestions  as  a  shift  in  emphasis  for  U.S. 
negotiators:  one,  attempt  to  negotiate  separate  cargo  agreements. 
In  some  instances,  the  negotiation  of  separate  cargo  agreements 
would  be  significantly  easier  and  less  controversial  than  agree- 
ments in  the  passenger  arena.  Such  cargo  agreements  should  not 
be  held  hostage  to  an  overall  agreement,  but  should  be  permitted 
to  stand  alone.  And  under  no  circumstances  should  cargo  simply  be 
used  as  a  bargaining  tool  to  secure  better  passenger  rights. 
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Two,  continue  to  explore  meaningful  multilateral  agreement  pos- 
sibilities for  the  all-cargo  industry.  To  the  Administration's  credit, 
the  first  steps  in  an  agreement  with  the  European  Union  have 
taken  place,  and  we  urge  the  Administration  actively  to  pursue 
such  an  agreement  as  a  model  for  future  international  liberaliza- 
tion. Only  through  the  negotiation  of  such  regional  pacts  can  the 
benefits  of  deregulation  be  exported  across  national  boundaries. 

I  might  want  to  point  out  that  there  has  been  a  lot  of  testimony 
today  about  whether  we  should  enter  into  open-skies  agreements 
with  smaller  countries  where  the  smaller  countries  cannot  give  us 
the  same  benefits  that  accrue  to  the  smaller  country  getting  access 
to  the  United  States.  I  suppose  taken  to  its  logical  conclusion,  that 
would  mean  we'll  never  negotiate  a  liberal  bilateral,  because  we're 
bigger  than  most  everybody.  If  that's  the  case,  I  would  urge  that 
the  multilateral  way  of  going  offers  some  opportunities,  although  as 
an  association,  we  still  support  liberal  agreements  with  individual 
countries.  I  just  think  if  you  do  consider  us  bigger  than  everybody 
else  and  have  an  absolute  balance  of  benefits,  we're  in  trouble 
when  trying  to  negotiate  those. 

Third,  and,  again,  I  hesitate  to  bring  this  up  in  view  of  some  of 
the  past  testimony,  but  we  strongly  urge  that  the  Administration 
should  add  the  Air  Freight  Association  to  the  U.S.  negotiating  dele- 
gation. I  hesitate  to  say  that  because  of  all  the  testimony  that  pre- 
ceded me,  but  I'd  like  to  point  out  that  we  are  a  trade  association, 
not  an  individual  airline,  and  we  are  the  only  segment  of  the  air 
transportation  industry  not  individually  represented  on  the  U.S. 
delegation. 

We  have  repeatedly  requested  such  representation,  but  have 
rebuffed  with  the  argument  that  expansion  of  the  delegation  would 
make  negotiations  more  difficult,  which  is  an  interesting  argument 
in  view  of  recent  events  where  it  has  been  expanded  to  include  in- 
dividual carriers,  and  in  any  event,  cargo  interests  are  already  ade- 
quately represented  by  other  trade  organizations.  Without  demean- 
ing the  efforts  of  these  other  organizations,  it  should  be  clear  that 
they  do  not  have  the  same  focus  as  we  do  in  advancing  all-cargo 
interests. 

In  summary  of  two  other  things,  some  of  the  testimony  today  has 
gone  beyond  the  traditional  routes  and  rate  negotiation  and  tradi- 
tional bilaterals,  and  there  has  been  some  talk  on  doing-business 
issues.  We  think  it's  important  that  issues  other  than  traditional 
route  exchanges  become  part  of  U.S.  international  negotiating  pol- 
icy. As  many  people  pointed  out,  it  doesn't  do  any  good  to  have  a 
right  which  you  can't  use.  Doing-business  issues,  customs  issues, 
being  able  to  do  your  own  pick-up  and  delivery  services  and  cargo 
handling  are  issues  that  have  all  been  mentioned. 

I  would  like  to  throw  two  more  on  the  table,  and  that  is  working 
to  ensure  reasonable  all-cargo  security  regulations.  We  are  having 
problems  in  the  United  Kingdom  with  this.  Both  the  United  States 
and  ICAO  have  recognized  the  difference  in  the  level  of  threat  to 
all-cargo  aircraft  as  opposed  to  passenger  aircraft  and  have  fash- 
ioned rules  accordingly.  The  United  Kingdom  has  chosen  not  to  do 
so  and  will  not  back  down  on  this.  Basically,  what  that  means  is 
that  for  United  Kingdom  shipments,  if  in  fact  this  program  does  go 
into  effect  in  June,  as  planned,  every  package  will  have  to  be  X- 
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rayed,  and  that  will  be  a  serious  disruption  to  the  shipping  public 
throughout  the  world. 

The  other  point  I'd  like  to  throw  on  the  table  is  that  we  believe 
that  the  international  environmental  operating  restrictions  should 
be  closely  monitored  as  part  of  the  U.S.  international  aviation  pol- 
icy. Again,  it  doesn't  do  any  good  to  have  a  route  which  you  can't 
fly  because  of  restrictions  based  on  the  environment. 

In  1990,  when  the  Airport  Noise  and  Capacity  Act  of  1990  was 
passed,  the  airline  industry  agreed  and  is  being  forced  as  a  result 
of  that  act  to  convert  its  aircraft  fleet  to  all  Stage  3  equipment.  We 
are  spending  literally  billions  of  dollars  in  doing  that,  and  on  behalf 
of  the  cargo  industry,  anjrway,  I'd  be  happy  to  note  that  we  will  be 
able  to  do  that.  I  think  we'll  be  able  to  meet  all  the  gates,  and  I 
think  we'll  do  it  probably  in  advance  of  the  requirements  of  the 
law. 

But  that  becomes  irrelevant  on  an  international  scale  if  other 
people  threaten  our  investment  by  putting  in  restrictions  even 
more  strict  than  the  United  States  has,  and  there  have  been  rum- 
blings from  both  ICAO  and  the  European  Union  that  they  are  con- 
sidering Stage  4  or  Stage  3.5  or  other  restrictions.  The  area  of 
emissions  control  is  becoming  more  and  more  a  concern. 

We  are  willing  to  do  our  part — we  certainly  have  agreed  to  spend 
the  money  to  convert  our  aircraft  fleet  to  Stage  3  standards — but 
we  would  urge  that  the  United  States  closely  monitor  and  work 
with  these  organizations  to  ensure  that  even  more  strict  rules  are 
not  put  in  place  which  will  limit  our  ability  to  use  the  aircraft  that 
we  are  converting  to  Stage  3  standards. 

Finally,  there  has  been  much  talk,  especially  in  the  last  panel, 
about  Canada,  and  I'd  just  like  to  mention  Canada  briefly,  if  I 
could.  There  has  been  much  tension  recently  between  the  airport 
community  and  the  airline  community  on  a  lot  of  issues.  I  just 
wanted  to  point  out  that  the  Air  Freight  Association,  at  least,  both 
works  with  and  supports  the  USA-BIAS  position  on  a  liberal 
agreement  with  Canada.  One  of  their  positions  was  a  liberal  cargo 
agreement  with  Canada,  and  we  certainly  agree  with  that. 

But  I  don't  want  the  impression  to  be  left  here  today  that  it's  al- 
ways us  versus  them.  I  think  one  of  the  problems  we  have  in  a  lot 
of  our  relationships  across  the  whole  spectrum  of  this  aviation  in- 
dustry is  sometimes  we  don't  talk  to  each  other  enough,  and  while 
I  just  can't  agree  with  everything  that  the  airports  say,  at  least 
from  our  perspective,  the  cargo  industry  has  pledged  to  work  with 
them  on  areas  of  common  concern,  and  the  support  on  the  USA- 
BIAS  Canada  position  is  one  of  those  issues. 

I  must  take  a  little  bit  of  umbrage  to  some  of  the  testimony.  I 
really  think,  in  view  of  some  of  the  things  that  have  happened  be- 
tween the  United  States  and  the  elections  in  Canada,  it's  not  really 
fair  to  say  that  the  negotiations  have  broken  down  because  the  air- 
lines have  flip-flopped  on  positions.  I  think  that  we're  in  a  political 
situation  where  the  Canadians  either  cannot  or  will  not  negotiate 
right  now,  and  I  think  that  just  has  to  sort  itself  out,  and  we  urge 
that  everybody  work  toward  a  liberal  agreement  with  the  Canadi- 
ans. It  makes  no  sense  to  have  our  major  trading  partners  across 
our  border  to  the  North  and  not  have  a  liberal  agreement  with 
them.  So  we  urge  you  to  do  whatever  you  can  in  that  respect. 
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Of  course,  I'll  be  happy  to  answer  any  questions.  Thank  you  very 
much. 

Mr.  Oberstar.  Thank  you,  Mr.  Alterman.  That's  very,  very  help- 
ful testimony.  We  appreciate  it. 

Mr.  Fort,  welcome  back.  This  is,  I  think,  at  least  your  second  ap- 
pearance before  the  committee  in  your  capacity  with  the  private 
sector,  having  been  here  many  times  before  representing  the  Gov- 
ernment. 

Mr.  Fort.  Thank  you,  Mr.  Chairman.  It's  a  pleasure  to  be  here, 
and  I'd  like  to  just  say  briefly  that  we  recognize  and  appreciate  the 
dedication  and  the  commitment  gmd  the  steadfast  efforts  on  behalf 
of  you.  Congressman  Clinger,  and  others  on  the  subcommittee  on 
behalf  of  our  industry.  I  appreciate  the  opportunity  to  speak  today 
on  behalf  of  World  Airways  in  conjunction  with  my  colleagues  from 
the  National  Air  Carrier  Association,  again,  whose  comments  we 
support. 

I've  prepared  a  formal  statement,  and  I'd  like  that  entered  into 
the  record.  I'd  like,  if  you  don't  mind,  sir,  to  focus  on  two  issues 
that  are  of  acute  and  immediate  concern  to  World  Airways  here  in 
my  testimony  today. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Fort.  In  January  of  this  year,  following  several  months  of 
intensely  active  investigation  by  the  15-member  National  Commis- 
sion to  Ensure  a  Strong  Competitive  Airline  Industry,  the  Clinton 
Administration  released  an  aviation  initiative.  It  was  a  thoughtful 
strategy  to  help  revitalize  the  ailing  U.S.  aviation  industry.  World 
Airways  actively  participated  in  the  Commission's  work  in  the 
hopes  that  the  truth  of  the  difficulties  experienced  by  the  smaller 
carriers  would  be  told  and,  once  exposed,  acted  upon. 

As  is  well  known  to  all  here,  part  2  of  the  aviation  initiative 
dealt  exclusively  with  promoting  international  aviation  trade  and 
competitiveness.  It  was  succinct  and  comprehensive.  World  was 
pleased  with  the  observations  and  public  pronouncements  and  pol- 
icy pronouncements  of  the  initiative.  Let  me  briefly  quote  from  just 
two  of  the  initiative's  four  stated  negotiating  strategies: 

"While  pursing  multilateral  accords,  we  will  also  seek  to  liberal- 
ize existing  bilateral  agreements.  We  will  assure  that  any  such 
agreements  actually  stimulate  more  air  travel,  increase  competi- 
tion, and  augment  any  other  aviation  rights  already  contained  in 
existing  bilaterals,"  and  "We  will  vigorously  defend  all  existing  U.S. 
bilateral  rights.  We  will  act  through  all  appropriate  means  against 
any  foreign  competitor  whose  governments  discriminate  against  or 
fail  to  honor  the  rights  of  U.S.  airlines." 

Now  comes  the  test  of  those  pronouncements.  Recently,  after  an 
exhaustive  internal  review  and  revision  of  the  company's  business 
plan  by  World's  management,  we  decided  to  reenter  international 
scheduled  services  on  a  limited  basis.  As  you  are  aware.  World  Air- 
ways participated  in  international  scheduled  services  considerably 
in  the  1980s.  That  was  a  misadventure,  and  we  suspended  those 
services  in  the  mid-1980s  and  are  now  about  to  embark  on  sched- 
uled services  again. 

The  first  two  markets  that  we've  applied  for  were,  one,  Israel, 
and,  two,  South  Africa.  In  the  case  of  Israel,  in  January  of  this 
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year,  we  filed  an  application  with  the  Israeli  Ministry  of  Transpor- 
tation for  operating  permission  to  commence  New  York-Tel  Aviv 
scheduled  service  on  June  22nd  of  this  year.  World's  designation 
was  duly  forwarded  to  the  Israeli  government  by  the  U.S.  Depart- 
ment of  State.  Israel  immediately  objected  to  World's  designation. 

During  subsequent  bilateral  negotiations  held  here  in  Washing- 
ton, D.C.  in  early  March,  the  Israeli  delegation  promised  U.S.  nego- 
tiators that  Israel  would  honor  its  bilateral  commitments  and  ac- 
cept World's  designation.  After  over  a  month  of  delay  and  hassles 
by  the  Israeli  civil  aviation  authorities.  World  was  forced  on  April 
21st  to  file  a  formal  complaint  against  Israel  and  El  Al  under  the 
International  Air  Transportation  Fair  Competitive  Practices  Act. 

World  requested  in  its  complaint  that  sanctions  be  immediately 
imposed  against  El  Al  and  El  Al's  operation  to  New  York.  There- 
after, DOT  issued  an  order  inviting  answers  to  World's  complaint. 
Just  this  week,  Israel  sent  a  formal  diplomatic  communication  to 
the  Department  of  State  reporting  that  Israel  was  unable  to  ap- 
prove World's  application  and  urged  the  U.S.  Government  to  recon- 
sider World's  designation  to  Israel. 

A  more  clear-cut  case  of  deception  and  disregard  for  its  obliga- 
tions by  a  bilateral  partner  is  hard  to  imagine.  Of  course,  Israel 
has  cited  competitive  harm  to  El  Al  from  excess  capacity  that 
World  would  introduce  into  the  U.S.-Israel  market.  This  most 
pointedly  is  an  absurd  observation.  World  proposes  only  thrice 
weekly  MD-11  service  into  a  d3mamic  market  which  has  shown 
growth  over  the  years  and,  in  light  of  the  recent  Middle  East  peace 
accords,  is  certain  to  experience  even  greater  growth. 

The  courage  of  the  United  States  conviction  to  defend  U.S.  car- 
rier bilateral  rights  is  being  tested  in  open  confrontation  by  Israel. 
U.S.  retaliation  has  been  threatened.  Israel  has  effectively  said, 
"We  dare  you,"  and  a  significant  part  of  World's  1994  business  plan 
hangs  in  the  balance  and  is  at  risk  and  awaits  support  by  the  U.S. 
Government,  as  identified  by  the  Commission  and  as  promised  by 
the  Administration.  Needless  to  say,  in  this  regard,  the  summer 
season  is  upon  us,  and  time  is  of  the  essence. 

In  the  case  of  South  Africa,  this  market  raises  separate,  but 
equally  important  aviation  policy  mandate  issues — namely,  to  ac- 
tively foster  competition  and  consumer  choice.  The  absence  of  a  bi- 
lateral aviation  agreement  between  the  United  States  and  South 
Africa  is  being  exploited  by  South  African  Airways,  and  it  allows 
South  African  Airways  to  provide  monopoly  direct  air  services  be- 
tween the  United  States  and  South  Africa. 

World  has  asked  the  Department  of  Transportation  to  reallocate 
three  of  the  six  frequencies  presently  available  under  a  comity  and 
reciprocity  scheme  from  a  U.S.  carrier  that  temporarily  has  been 
awarded  those  rights,  but  which  has  twice  deferred  its  proposed 
start-up.  Thus  far.  World's  application  has  not  been  acted  upon. 

The  DOT  has  also  been  asked  to  initiate  discussions  with  South 
Africa  to  conclude  an  agreement  permitting  expanded  U.S.  carrier 
service  to  that  country.  That  suggestion,  too,  has  not  been  acted 
upon. 

The  result  is  an  incredible  situation  where  a  foreign  flag  carrier 
applauds  the  United  States'  inaction  to  break  its  monopoly.  If  ever 
there  was  a  case  where  the  stated  policy  of  our  Government  to  lib- 
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eralize  bilateral  agreements,  stimulate  air  travel,  and  increase 
competition  is  appropriate  for  a  strong  U.S.  initiative,  it  is  the 
South  African  case.  That  country  is,  of  course,  poised  on  the 
threshold  of  a  challenging  but,  I  think,  a  promising  future. 

Certainly,  it  is  obvious  that  the  United  States  can  be  a  major 
and  positive  contributor  to  that  development.  Just  as  certainly,  it 
is  a  fact  that  U.S.  participation  in  that  development  will  be  sty- 
mied by  the  absence  of  competitive  U.S.  air  carrier  services  in  the 
market. 

Mr.  Chairman,  Members  of  the  subcommittee,  international  avia- 
tion policy  has  been  reviewed  repeatedly.  To  be  sure,  the  industry 
undergoes  constant  change,  and  for  that  reason,  the  frequent  re- 
views are  necessary  and  they  are  important.  But  the  fundamentals 
of  international  aviation  are  well  known  and  seemingly  unchang- 
ing. U.S.  carriers  are  hindered  by  restrictive  and  protectionist  poli- 
cies of  foreign  governments  and,  therefore,  need  the  determined 
support  of  the  U.S.  Government  to  remove  those  restrictive  prac- 
tices and  barriers  to  entry. 

As  a  smaller  carrier,  World  can  attest  to  the  fact  that  the  injury 
inflicted  by  foreign  governments  on  U.S.  carriers  generally  are  felt 
much  more  directly  and  painfully  by  smaller  U.S.  carriers.  Cer- 
tainly, we,  as  smaller  carriers,  need  no  less  support  from  our  Gov- 
ernment than  the  larger  carriers. 

Thank  you  very  much. 

Mr.  Oberstar.  Thank  you.  Thank  all  members  of  the  panel  for 
their  presentation,  a  very  helpful  and  thoughtful  presentation. 

Mr.  Alterman,  you  raise  a  serious  question  about  security.  On 
page  5,  you  say,  "Some  countries  have  failed  to  draw  the  distinction 
between  all-cargo  and  Combi  aircraft"  and  are  "moving  to  imple- 
ment Draconian  security  rules  that  will  have  a  severe  impact  on 
all-cargo  operations,"  going  on  to  state  that  these  rules  would  re- 
quire each  package  to  be  inspected.  Can  you  name  the  countries? 

Mr.  Alterman.  The  United  Kingdom. 

Mr.  Oberstar.  The  UK. 

Mr.  Alterman.  The  UK.  Their  rules  are  currently  scheduled  to 
go  into — I  believe  they've  been  postponed  until  June  1st,  but  I  be- 
lieve June  1st  is  now  the  implementation  date.  Whether  they  will 
actually  go  into  effect  on  June  1st  is  another  matter,  but  for  compa- 
nies such  as,  for  instance,  Federal  Express  or  UPS,  which  take  a 
large  number  of  packages  and  do  overnight  service  to  the  United 
States,  the  rules  as  presently  written  will  require  them  to  either 
inspect  or  X-ray  every  package,  and  that  is  both  expensive — I'm  not 
even  sure  what  the  technical  feasibility  is  at  the  moment,  but  it  is 
going  to  be  a  severe  crimp  on  the  operations  of  carriers  like  that 
between  the  United  Kingdom 

Mr.  Oberstar.  Coming  off  the  aircraft  in  the  UK  before  they 
can 

Mr.  Alterman.  No,  going  from  the  UK  to  various  places  in  the 
world,  including  the  United  States,  obviously.  By  the  way,  this  is 
not  the  first  time  we've  raised  this.  It  may  be  the  first  time  we've 
raised  this  before  your  committee.  We  have  contacted  the  Secretary 
of  Transportation,  and  he  wrote  back  and  said,  "We  know  about  the 
problem.  There's  nothing  we  can  do  about  it." 
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Mr.  Oberstar.  I  certainly  think  there  is  something  we  can  do 
about  it. 

Mr.  Alterman.  Obviously,  we  think  it  should  be  raised  to  a  level 
perhaps  higher  than  it  is  now  and 

Mr.  Oberstar.  Are  they  requiring  such  practice  of  all  carriers 
operating  out  of  UK  airports? 

Mr.  Alterman.  Yes.  The  way  I  understand  it — and  I  don't  have 
the  rules  in  front  of  me — my  understanding  of  the  rules  is  to  some 
extent  it's  like  the  known  shipper  rule  we  have  in  the  United 
States  with  foreigners,  so  that,  for  instance,  if  a  company  like 
Sears,  Roebuck  shipped  constantly  with  carrier  X,  that  would  be 
considered  a  known  shipper,  and  you  would  have  to  do  less.  The 
problem  is  that  as  the  international  express  business  has  ex- 
panded, most  of  the  business  generated  by  the  express  companies 
is  not  with  a  company  like  Sears,  Roebuck  particularly,  it's  people 
like  you  and  me,  and  it  becomes  virtually  impossible  to  inspect  or 
X-ray  every  letter. 

I'm  not  sure  what  the  technology  is,  but  it's  going  to  put  a  severe 
crimp  in  the  operations  of  the  overnight  express  carriers  if  in  fact 
they  go  into  effect,  and  we  think  that  this  is  something  that  should 
be  raised  to  the  level  of  U.S.  international  policy  and  should  be 
forcefully  taken  up  by  the  United  States  with  the  United  Kingdom, 
more  so  than  it  has  in  the  past. 

Mr.  Oberstar.  I  saw  technology  in  Paris  developed  by 
Schlumberger,  X-ray  equipment  that  can  view  an  entire  pallet, 
move  it  into  a  secure  structure,  where  the  powerful  X-rays  can't 
have  any  effect  on  people,  X-ray  the  pallet  and  view  it  from  dif- 
ferent angles,  and  then  move  it  on.  It  moves  quite  quickly. 

But  that  practice  picked  up,  in  its  first  week  of  operation,  several 
millions  of  dollars  being  illegally  shipped  by  drug  interests  to  the 
United  States  in  burial  vaults,  concrete  burial  vaults,  in  which 
holes  had  been  drilled  in  the  base  of  the  burial  vaults,  concrete  re- 
moved, the  dollars  stuffed  in,  and  then  concrete  put  back  and  the 
sides  all  roughed  up  to  look  good.  But  the  X-ray  picked  up  the  dif- 
ferent density,  causing  concern,  and  they  pulled  the  package  out 
and  looked  at  it  and,  of  course,  found  the  money  and  then  traced 
it  to  a  drug  cartel,  and  had  a  very  big  round-up  of  drug  operators. 

Now,  if  they  can  do  that  with  burial  vaults  and  other  huge  pack- 
ages, then  surely  they  could  do  that  with  pallets  of  small  packages. 

Mr.  Alterman.  Yes,  and  that  may  very  well  be  possible. 

Mr.  Oberstar.  It  still  would  slow  down  their  operation. 

Mr.  Alterman.  It  would  slow  it  down,  number  one,  and,  number 
two,  I'm  not  sure  that  by  June  1st  that's  going  to  be — ^the  tech- 
nology may  be  there,  but  whether  it  is  operationally  there  is  an- 
other issue.  It's  not.  I  don't  know.  I  will  get  a  more  detailed  report 
for  the  subcommittee  on  the  exact  status. 

I  know  that  both  UPS  and  Federal  have  been  active  in  the  Unit- 
ed Kingdom  on  this  issue,  and  things  tend  to  change  daily,  but  I 
will  submit  within  the  next  week  an  updated  report  on  that.  I  have 
not  gotten  any  new  reports  this  week.  It's  unfortunate  Mr.  Cloud 
wasn't  able  to  make  it  today.  He  knows  pretty  much  what's  going 
on  there  from  Federal  Express.  But  I  will  submit  to  the  subcommit- 
tee an  updated  report  on  that  issue. 
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Mr.  Oberstar.  Do  let  us  know.  I'd  like  to  have  more  details 
about  the  entire  practice.  We've  had  a  good  deal  of  experience  with 
the  security  issue,  and  I  want  to  look  at  that  very  closely. 

[The  information  received  follows:] 
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Tougher  air  cargo  security  rules  due  in  U.K. 


by  Paul  Page 


TLcrldon 
lie  British  DeparUnunl  of  Tran- 
sporl  lins  set  June  1  for  liiu  slail  of 
louglipr  «ir  cargo  st:i.iin(y  nilus  Ihat 
liavn  forwarders  and  nirliiies  icrarn- 
bling  and  nil-cargo  r.Buiurs  howling 
with  proleel. 

Tho  Uuiled  Kingdoiii's  riilos  gu  well 
boyond  new  mgulnlions  llial  liavo 
Iftkoil  effect  in  tim  UiilleJ  Slates,  croal- 
ing  new  pi-utoiUiies  for  tliiKo  Involved 
in  air  cargo  transport  and  putting  new 
liiuJunt  on  airlines,  forwarders  and 
oil-cargo  airlines. 

Tlio  rules  raise  tlic  prospect  of  spe- 
cial screening  for  .sliipmonts  that  do 
not  tome  from  registered  ogenls. 
somollilng  ihni  li.is  express  carriers 
such  as  Fedcrn!  I'xpross  and  United 
Parcel  Service  protesting  over  tlio 
potential  of  liighor  cosls- 

"From  the  flr.^l  of  Juno,  any  carrier 
who  accepts  cargo  from  someone  who 
Is  Mill  II  listed  agent  ha.';  itnknown 
cargo."  Koii  Rohlnson.  the  prtnclpol 
safely  iiispuclor  for  the  U.K.',";  D9- 
pailincnl  of  Triiiibpoit.  said  In  an 
intcrvimv.  "Tliun  any  of  thai  cargo 
would  hnvo  to  be  searched,  sr.ii;oji«d 
or  X-iuyod." 

The  luijuheiiiunts  for  "Itsllng"  — 
whic.li  include  secuiliy  training  ond 
sciuuning  of  personnel  —  are  cortaln 
to  lalsu  costs  for  ntrltnos,  foiwaiders 
and  express,  cuuiers  alike,  which 
aliMost  certainly  will  raise  i.osis  for 
shippers. 

"The  cost  win  have  to  bo  passed 
on  to  the  consumer."  said  Kobiiisun. 
"Kvery  new  lock.  seal.  .s(.:ieeniiig  pro- 
cedure, X-iay  niiiv.liiiiu  and  employ- 
ee oducQlion  s^:.s^ioll  will  iucieaae 
the  unit  co.st  of  exjiurtiug  uttcli  cuii- 
slgnniuiil." 

Robinson  spoke  at  the  annual 
World  Itxpross  and  Mall  Conference 
near  London  Heathrow  Alrporl.  which 
was  targeied  loss  than  n  inomli  before 
by  tcrroiism.  Muilm  jhulls  fiiod  at 
the  airport  from  nearby  forced  one  of 
tho  world's  busiest  olrporls  to  shut 
down  for  a  time  even  though  the 
shells  were  dnds. 

Although  the  now  rules  ore  sup- 
l)0sed  10  take  effect  In  June.  Robinson 


said  tho  ronl  enforcement  may  take 
several  more  months.  LIko  the  FAA, 
the  British  governmoni  has  found 
that  validating  lisled  agonle  has  taken 
longer  than  was  foreseen.    • 

'I'he  regulations  resulted  from  a  call 
by  the  UilernationnI  Civil  Aviation 
Organisation  in  WW  for  greater  air 
cargo  security.  Thai  was  ICAO's 
response  to  the  1000  leirorlst  bombing 
of  a  Pan  American  747  over  Lockerbie. 
Scotland. 

hi  the  United  States,  tlio  Kodornl 
Aviation  Administration  rules  that 
took  effect  this  moutJi  require  air  foi- 
waidcis  lo  have  cargo  security  pro- 
grams and  to  certify  that  lliey  know 
tho  shijipum  who  are  their  customers. 
That  Is  Iho  so-called  "known  shiijjier ' 
rule. 

But  the  U.K.  rules  go  further  then 
ovuii  ICAO  has  asked,  by  treating 
jiiisseiiger  planes  and  all-cargo  planes 
alike.  The  US.  rules  go  along  with 
the  air  cargo  industry's  view  that 
fl'elghiers  are  highly  unlikely  targets 
of  terrorism  and  so  should  not  be  as 
lightly  controlled. 

'The  decision  was  made  just  nflor 
I-ockeible  that  these  -would  o])ply  lo  all 
uliciafl  cariylng  cargo,  frolghlors  or 
nol."  said  Robinson  "The  ell-cargo  car- 
riers. If  ihey  want  to  fly  cargo  ihom- 
selves,  have  got  lo  secuiv  it  them- 
selves. Ihey  will  have  lo  scrtjon  it." 

The  U.K.  rule  has  several  similar- 
ities to  the  American  rule,  pariicu- 
lurly  the  "known  shliipor"  idea.  Air 
forwaideis  apply  lo  tho  Depertmont 
of  Transport  lo  become  "listed  cargo 
agents"  and  then  must  abide  by 
whet  the  governmoni  calls  "direc- 
tions" on  cargo  security.  If  an  agenl 
is  not  listed,  an  airline  Is  supposed 
lo  search  Its  cargo. 

"Application  for  listing  Is  entirely 
volunlBry,  but  organizations  wanti- 
ng to  remain  competitive  In  today's 
express  delivery  market  need  to  be 
sure  they  have  very  strong  and 
sound  air  carrier  arrangements 
whereby  the  oUllno  Is  able  to  com- 
ply with  directions  Imposed  upon  It 
without  delaying  their  consign- 
ments," said  Robinson. 

Shippers  also  may  opply  to  bo  list- 
ed If  they  deal  directly  with  airlines. 


Koblnsoii  said  express  carriers  also 
con  be  listed  agents  and  abide  by  tho 
rules  wUh  their  account  customers  In 
the  same  way  forwarders  and  airlines 
ore  certified.  But  the  express  carriers 
wlU  run  into  vorj'  expensive  problems 
with  over-the-counter  sales. 

"Federal  Express  can  hold  the  ship- 
ment, search  it  by  hand  or  make 
arrangements  to  X-ray  U.  The  off-tho- 
street  business  is  obviously  going  lo 
cause  them  pi-obloins."  he  said.  "I 
know  that  Federal  Express  has  been 
tiyliig  to  lobby  our  governmeni  to  not 
have  the  Ireighlor  aircrofl  included  in 
the  provisions.  Those  representations 
have  not  been  successful." 

Cargo  carriers  complain  that  no 
machines  exist  to  elflciently  screen 
cargo  the  way  passenger  bags  are  X- 
rayed.  Uut  Koblnson  noted  that  a  new 
screening  device  is  being  used  ni 
Charles  do  Gaulle  Airport  in  Paris  ond 
thai  comi^anles  are  "knocking  on  the 
door  wlih  ihoU  wares." 

American  air  cargo  officials  paillc- 
ularly  fear  that  the  moro  stringent 
U.K.  rules  will  be  used  a.<i  a  model  for 
other  nations.  But  Koblnson  said  that 
may  show  the  difference  in  how 
lininedlaie  the  terrorism  threat  Is  in 
each  country. 

"Ou  the  Issue  of  regulating  cargo- 
only  alnjaft.  air  carriers  ou  InleriiBllon- 
al  nights  out  of  the  Unlled  Kingdom 
clearly  lose  out  comjiared  with  cargo 
flights  from  the  United  Stales,"  said 
Robinson. 

'The  debate  oboui  the  nature  of  the 
leirorlst  ihrocl  relating  to  cargo  will  go 
on  for  some  lime  as  the  now  regulatory 
iBglmes  bed  In.  with  many  opposing 
views.  As  with  many  lessons,  it  may 
lake  a  disaster  Involving  terrorism  and 
cargo  befoie  opinions  change,"  he  said. 

Despite  the  higher  cost,  al  least  one 
Drltlsh  shipper  tatd  tho  now  rules  are 
worth  the  price. 

"We  consider  it  a  moral  responsi- 
bility, as  we  have  respoilslbllUy  for 
the  envlioiiiuent  and  health,"  tuld 
C.J.  MUcholl.  corporate  mail  manager 
for  ICI  Group,  a  chemical  manufac- 
turer- "Everyone's  under  the  path  of 
an  aircraft  and  we  need  to  do  what 
we  can  to  make  the  world  and  aufer 
end  bolter  place."  '■ 
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UK  SECURITY  PROPOSAL  BACKGROUND 

The  UK  DOT  has  proposed  security  regulations  which  would 
be  applicable  to  packages  transported  on  any  aircraft, 
including  all-cargo  aircraft.  The  initial  proposal  did 
not  distinguish  in  any  way  between  passenger  and  all-cargo 
aircraft  services. 

Through  the  efforts  of  the  UK  Courier  Association  (AICES) , 
of  which  Federal  Express  and  UPS  are  active  members,  the 
UK  DOT  has  modified  its  proposed  security  regulations 
although  not  to  the  extent  necessary  for  our  operations. 
The  regulations  now  treat  cargo  on  all-cargo  aircraft  in  a 
different  manner  than  that  flown  on  a  passenger  aircraft. 
However,  those  regulations  still  require  a  higher  level  of 
security  than  that  required  in  the  U.S.  We  have  argued  to 
the  UK  DOT  that  this  level  of  security  is  disproportionate 
to  the  level  of  threat  to  all-cargo  planes.  The  proposed 
regulations  require  that  if  a  package  is  not  from  an 
account  customer  whose  business  status  we  have  verified 
and  who  has  previously  shipped  with  a  courier  company, 
that  package  must  be  treated  as  coming  from  an  unknown 
customer  and  must  either  be  searched  or  x-rayed  or  held 
for  12  hours.  Further,  each  package  must  carry  a  security 
certificate  signed  by  the  shipper.  While  we  might  be  able 
to  handle  this  type  of  regulation  currently  in  the  UK,  it 
will  present  some  problems  for  current  operations  and 
these  problems  will  increase  with  future  growth.  More 
importantly,  this  type  of  regulation  is  likely  to  spread 
to  other  countries  and  we  are  getting  reports  back  from 
our  inquires  to  the  other  regions  that  such  a  regulation 
would  present  operational  problems  in  those  regions. 
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THE  SECRETARY  OF  TRANSPORTATION 
WASHINGTON,  D.C     20990 

February   7,    1994 


Mr.  Stephen  A.  Alterman 
Air  Freight  Association 
1710  Rhode  Island  Avenue,  NW. 
Washington,  DC  20036 

Dear  Mr.  Alterman: 

Thank  you  for  your  letter  concerning  the  U.K.  Department  of  Transport's 
(DpT)  proposal  to  impose  security  measures  on  all-cargo  flights  departing 
the  United  Kingdom. 

As  you  know,  neither  the  International  Civil  Aviation  Organization  (ICAO) 
nor  the  Federal  Aviation  Administration  (FAA)  apply  cargo  security 
standards  to  the  operation  of  all-cargo  aircraft .  I  appreciate  the  economic 
impact  the  DpT  proposals  may  have  on  U.S.  all-cargo  carriers. 

On  December  13,  Administrator  Hinson  met  with  Russell  Sunderiand,  the 
U.K.  Deputy  Minister  of  Transport,  to  discuss  this  subject.  The 
Administrator  affirmed  our  commitment  to  aviation  security  but  strongly 
stated  our  disagreement  as  to  the  necessity  of  these  standards  for  all- 
cargo  flights. 

The  Administrator  has  informed  me  that  U.K.  authorities  see  the  security 
iosue  differently  and  will  continue  to  hold  to  that  position  and  to  their 
authority  to  implement  the  security  measures  they  deem  necessary. 
However,  U.K.  authorities  will  gladly  consider  any  suggestions  from 
U.S.  all-cargo  carriers  to  adjust  Implementing  measures  before  the 
regulations  go  into  effect  in  April. 
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I  do  not  believe  we  can  secure  a  reversal  of  the  U.K.'s  position.  However, 
FAA  will  gladly  facilitate  further  meetings  between  U.S.  all-cargo  carriers 
and  the  U.K.  security  authorities  to  work  out  adjustments  in 
implementation  details.  In  addition,  U.S.  representatives  will  continue  to 
advocate  the  FAA's  approach  to  cargo  security  in  meetings  of  ICAO  and 
the  European  Civil  Aviation  Conference,  as  well  as  in  bilateral  meetings. 


Sincerely, 


Federico  Pefta 
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Mr.  Oberstar.  Mr.  Fort,  drawing  on  your  experience  as  a  nego- 
tiator over  many  years,  what  are  your  views  on  the  practice  of  in- 
cluding individual  carriers  in  the  negotiating  room  when  bilaterals 
or  MOUs  or  any  matters  are  being  negotiated  government  to  gov- 
ernment? 

Mr.  Fort.  Mr.  Chairman,  this  is  an  issue,  of  course,  that's  been 
kicking  around  for  at  least  15  years.  It's  been  discussed  for  at  least 
that  long,  since  deregulation,  when  it  became  clear  that  there  were 
going  to  be  many  more  diverse  interests,  interests  which  couldn't 
be  harmonized,  and  that  ATA  would  have  greater  difficulty  in  rep- 
resenting everyone  in  the  negotiations,  and  requests  began  to  be 
made  for  individual  carrier  participation. 

I  know  both  sides  of  the  arguments.  My  own  personal  view  is 
that  the  U.S.  Government  does  represent  the  U.S.  public — ^the  car- 
riers, the  communities,  the  traveling  and  shipping  public.  If  you 
open  up  the  negotiations  to  individual  carrier  participation,  it  will 
clearly — there  is  the  possibility  that  it  will  get  out  of  hand.  There 
just  would  be  too  many  opportunities  for  the  negotiators  to  be  dis- 
tracted by  notes  being  passed  back  and  forth  and  whispers  in  the 
ears  and  facial  expressions  showing  displeasure  with  this  state- 
ment or  that,  and  I  don't  see  that  the  process,  frankly,  would  be 
promoted. 

If  the  negotiations  ought  to  be  opened  up,  moreover,  I  don't  see 
where  you'd  draw  the  line,  quite  frankly.  How  can  you  let  carrier 
A  in  and  not  let  carrier  B  in?  Why  let  carrier  A  and  B  in  £ind  not 
let  community  A  and  B  in?  And,  indeed,  on  and  on.  So  the  U.S. 
Government  I  think  really  has  the  mandate,  has  the  responsibility, 
has  discharged  it  and  I  think  will  continue  to  do  so.  That's  just  a 
personal  view,  sir. 

Mr.  Oberstar.  I  appreciate  it  very  much. 

Mr.  Clinger. 

Mr.  Clinger.  Thank  you  very  much. 

Mr.  Fort,  I  listened  with  great  interest  to  your  testimony  and  the 
troubles  that  you've  been  having  with  regard  to  what  are  clearly 
rights  under  the  bilateral  agreements.  Where  do  you  feel — I  sense 
the  criticism  of  the  DOT  or  of  the  Government  in  not  pressing  your 
case  hard  enough.  What  could  they  be  doing  or  what  should  they 
be  doing,  in  your  view,  that  is  presently  not  happening  that  would 
perhaps  expedite  resolution  of  this  matter? 

Mr.  Fort.  In  the  specific  matter  that  I  mentioned  involving  Is- 
rael, I  didn't  mean  to  imply  criticism.  I  think  the  process  is  ongo- 
ing. DOT  and  the  Department  of  State  have  thus  far  been  very  res- 
olute in  communicating  with  Israel  that  it  has  an  obligation  under 
the  bilateral,  of  course,  now  that  the  issue  has  been  formally  joined 
by  Israel  and  has  indicated  that  El  Al  will  suffer  and  that  it's  going 
to  reject  the  designation. 

The  process  envisions,  of  course,  an  interagency  review,  and  then 
interests  other  than  State  and  DOT  weigh  in  at  that  time.  They 
take  into  account  matters  which,  of  course,  may  range  far  and  wide 
of  aviation.  In  that  context,  I  am  concerned.  But  I  didn't  mean  to 
imply — indeed,  I  wanted,  if  anything,  to  compliment  DOT  in  the 
context  of  Israel. 

In  the  case  of  South  Africa,  it's  a  situation  where  I  think  the  De- 
partment of  Transportation  needs  to  go  out  and  negotiate  an  agree- 


128 

ment.  There  isn't  one.  There's  a  dynamic  possibiUty  there.  Perhaps 
timing  has  been  an  issue.  Certainly,  the  time  is  right  for  it  to  do 
so.  We're  ready,  we're  wilHng,  we're  immediately  able  to  operate 
there,  and  yet  we're  precluded  from  doing  so,  and  no  U.S.  carrier 
is  doing  so.  I  think  it's  really  quite  an  unfortunate  situation. 

In  my  prepared  remarks,  I  mentioned  the  Netherlands  and  a 
problem  that  we're  having  there.  Again,  I  don't  mean  to  imply  criti- 
cism at  this  time,  and  I  hope  that  none  will  be  necessary.  We  have 
an  application  on  file  with  the  government  of  the  Netherlands  to 
provide  a  Seventh  Freedom  operation.  The  Netherlands  has  indi- 
cated personally  to  me  in  a  meeting  there  that  they  would  not  look 
favorably  upon  that.  They  have  not,  however,  answered  formally, 
and  so,  therefore,  it's  not  really  right,  if  you  will,  for  our  Govern- 
ment to  respond.  It  may  very  well  be  that  they  will  reconsider  their 
statement  to  me. 

So  I  think  at  this  point  my  intention  is  to  advise  the  committee 
of  the  problems  that  we're  having  and,  if  anything,  to  have  the 
committee  help  the  DOT  maintain  and  stay  the  course  that  it's 
presently  on  with  regard  to  Israel,  because  I  think  that  that  could 
come  under  some  pressure,  and  urge  it  to  move  forward  in  the  case 
of  some  of  these  other  matters. 

Thank  you. 

Mr.  Clinger.  Mr.  Alterman,  you  mentioned  the  doing-business 
issues,  and  that's  been  touched  on  throughout  the  day  here.  Do  you 
have  a  sense  of  where  these  problems  have  perhaps  been  exacer- 
bated? What  countries  specifically  have  given  the  most  trouble? 

Mr.  Alterman.  I  think,  in  all  fairness,  it  may  depend  on  the — 
different  companies  have  different  problems  in  different  countries, 
and  it's  sort  of  hard  to  generalize.  I  know  we  have  had  problems 
with  customs  service  in  the  Far  East,  time  of  day  problems  and 
being  able  to  operate  our  aircraft  at  the  right  time,  and  if  you  oper- 
ate the  airplane,  whether  you  can  move  the  freight  in,  because 
there's  no  custom  service  there.  I  believe  there  are  some  problems 
in  Europe  in  doing  your  own  self-loading  and  unloading  and  pick- 
up and  delivery  services. 

These  are  problems  that  need  to  be  worked  out.  I  don't  want  this 
committee  or  anybody  to  think  that  we're  whining  about  how  we're 
doing  or  what  we're  doing  and  asking  Government  help  for  every- 
thing that  needs  to  get  done.  The  fact  remains  that  the  United 
States  Government  should  put  this  into  the  mix  when  it's  formulat- 
ing its  international  negotiating  policy,  and  we  will,  on  our  part, 
try  to  find  out  the  details  of  where  those  problems  exist. 

I  think  that  like  noise  problems  in  the  United  States,  like  some 
of  the  pollution  problems  that  are  coming  up  in  the  United  States, 
there  are  some  things  that  are  best  handled  locally,  even  though 
the  national  picture  needs  to  know  what's  going  on.  The  Federal 
Government  can't  fix  everj^hing,  and  a  lot  of  these  local  problems, 
we  have  been  able,  in  our  industry,  an3rway,  to  work  out  on  a  local 
level.  But  they  are  still  problems,  and  the  Government  should  be 
aware  of  them. 

That's  a  good  way  of  fudging  the  question,  since  I  don't  know  the 
answer  to  it  specifically. 

Mr.  Clinger.  I  thought  you  were  suggesting,  though,  that  in  our 
bilateral  negotiations,  perhaps  you  felt  that  too  much  attention  was 
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given  to  the  concerns  of  the  carriers  and  not  enough  was  given  to 
the  doing-business  issues. 

Mr.  Alterman.  I  think  my  point  was  that  when  you  look  at 
international  policy  and  when  you  look  at  the  negotiation  of  inter- 
national rights,  there  are  things  out  there  that  people  don't  some- 
times think.  They  think  you're  flying  from  New  York  to  Paris.  Well, 
part  of  that  policy — and  to  some  extent  it  has  been.  The  Depart- 
ment of  Transportation  has  not  overlooked  the  doing-business  is- 
sues. Sometimes  they  can  handle  them,  sometimes  they  can  fix 
them,  sometimes  they  can't.  I  just  think  it's  important  for  every- 
body to  understand  that  there  are  issues  such  as  customs  prob- 
lems, such  as  pick-up  and  delivery  services. 

We,  frankly,  would  love  you  to  deregulate  the  world.  I  don't  think 
that's  going  to  happen  anytime  in  the  near  future,  but  to  the  extent 
that  the  United  States  Government  can  facilitate  our  operations  in 
foreign  countries,  whatever  those  problems  are,  it  certainly  should 
be  a  part  of  the  policy  of  the  United  States  to  do  so. 

Mr.  Clinger.  One  final  question  maybe  for  the  panel,  and  that 
is,  Secretary  Pena  spoke  earlier  today  about  the  globalization  of  the 
industry,  at  least  as  far  as  commercial  air  travel  is  concerned.  Is 
that  happening  in,  say,  the  charter  business  or  the  freight  busi- 
ness, that  you  see  a  globalization  in  terms  of  ownership  and  in 
terms  of  interests,  or  not? 

Mr.  DiTANO.  You  don't  see  that  in  the  charter  industry  to  the  ex- 
tent that  you  see  it  in  the  scheduled  industry.  One  of  our  concerns 
which  I  think  that  we  mentioned  is  that  as  we  become  globalized, 
that  opportunities  be  expanded  for  smaller  carriers  as  well. 

In  answer  to  the  Chairman's  question  that  he  asked  a  few  min- 
utes ago  to  another  witness,  I  would  say  probably  not  during  the 
1980s  did  the  U.S.  Government  negotiate  adequately  for  smaller 
carriers,  certainly  not  to  the  extent  that  they  were  doing  it  for  larg- 
er carriers,  and  in  order  for  us  to  be  competitive  in  a  global  mar- 
ket, we  do  need  those  opportunities.  On  a  number  of  negotiations 
that  I've  been  on,  it's  been  sort  of,  "Well,  we'll  get  a  charter  agree- 
ment if  we  can,  but  it  won't  be  a  make-or-break  issue."  So  that's 
been  sort  of  a  difficult  attitude  for  us  to  become  more  global  within. 

Mr.  Clinger.  Mr.  Fort. 

Mr.  Fort.  Congressman,  our  experience  at  World  Airways  sug- 
gests that  the  trend,  of  course,  is  in  the  charter  industry  as  well 
as  in  the  larger  scheduled  area  industry.  World  Airways,  for  exam- 
ple, recently  had  a  24-percent  investment  made  in  it  in  equity  by 
a  Malaysian  concern.  We  have  had  talks  with  investors  in  South 
America  about  possible  investments,  and  there  are  other  discus- 
sions ongoing  as  well. 

So  I  think  what  foreign  investors  are  looking  at  are  good  places 
to  invest  their  money,  the  aviation  industry,  for  reasons  which 
sometimes  escape  me,  seems  to  be  interesting  to  them.  So  I  think 
it  obviously  is  something — I  think  that  we're  much  smaller,  a  lot 
of  us  our  not  world  leaders  or  publicly  traded.  Most  are  not.  I  think 
we're  the  only  carrier  in  the  NACA  organization  that's  publicly 
traded.  So  there's  just  not  a  lot  of  knowledge  about  the  charter  car- 
riers, but  I  think  the  interest  in  the  industry  is  really  across  the 
board  and  will  continue. 
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Mr.  Alterman.  Mr.  dinger,  I  believe  there  are  two  separate  is- 
sues. Number  one,  certainly  the  business  is  more  global  and  will 
continue  to  become  more  global.  That's  clear.  So  far  the  interest  in 
investment  in  U.S.  cargo  companies  has  been  not  the  same  as 
we've  seen  in  the  passenger  industry.  Airborne  freight  at  one  point 
had  a  stake  held  in  it  by  an  Australian  company.  They  have  since 
liquidated  that  position.  To  some  extent,  it  may  be  that  foreign  in- 
vestors are  looking  for  good  deals  with  companies  that  aren't  doing 
real  well,  and  we're  doing  pretty  well.  So  it  may  be  a  little  different 
dynamic. 

Mr.  Clinger.  Okay.  Thank  you. 

Thank  you,  gentleman. 

Mr.  Oberstar.  Mr.  Ditano,  your  testimony  makes  £in  appeal  for 
bsdance  between  scheduled  and  charter  service  and  a  balance  be- 
tween passenger  and  cargo  service.  Are  you  suggesting  that  there 
hasn't  been  balance  or  that  it  has  slipped?  Has  there  been  a  long- 
term  trend  in  some  direction  that  you  find  troublesome? 

Mr.  Ditano.  Yes,  I  do.  As  I  sEiid  a  few  minutes  ago,  in  bilateral 
negotiations  there's  usually  an  agenda  of  rights  that  the  U.S.  is 
trying  to  secure.  Oftentimes  included  in  that  is  a  liberal  provision 
on  charters,  but  frequently  that  does  not  get  negotiated  in  the  final 
agreement,  because  there  has  been,  as  we  said,  during  the  1980s, 
an  attempt  to  get  agreements  on  charters,  but  not  an  extremely 
large  attempt.  In  other  words,  if  they  can't,  then  it  won't  be  a 
make-or-break  issue  in  terms  of  the  final  agreement. 

Several  countries  come  to  mind  where  that's  occurred.  I  can 
think  of  Spain,  Italy,  most  recently  Grermany,  where  we  were  seek- 
ing a  passenger  charter  accord  as  a  part  of  this  transitional  agree- 
ment, and  that  was  not  secured.  Several  years  ago,  when  we  were 
negotiating  with  Italy,  we  had  been  seeking  for  a  number  of  rounds 
that  a  charter  provision  be  negotiated  by  the  U.S.  Grovemment. 
During  the  course  of  the  rounds,  it  was  not  tabled.  The  U.S.  did, 
however,  secure  rights  for  mega-carriers  in  that  accord. 

Also,  at  the  same  time,  we  were  seeking  what  could  be  character- 
ized, I  guess,  as  a  doing-business  problem  or  a  solution  to  doing 
business  problem.  In  Italy,  charter  flights  are  relegated  to 
Ciampino  Airport  as  opposed  to  Fiumacino  Airport,  which  is  the 
major  airport  of  that  city,  and  there  are  two  disadvantages  to  using 
Ciampino  Airport  for  U.S.  charter  airlines.  One  is  that  on  east- 
bound  flights,  a  fully  loaded  jet  cannot  operate  non-stop  because  of 
the  weight  limitations  due  to  the  limited  length  of  the  runway.  Also 
the  connecting  services  aren't  as  great  for  incoming  tourists  coming 
into  Italy  from  the  United  States,  many  of  whom  are  ethnic  travel- 
ers going  to  other  parts  of  Italy.  But  that  was  never  resolved  dur- 
ing the  course  of  the  negotiations. 

So  those  are  just  some  examples  of  some  of  the  problems  that 
we've  had  in  recent  years  with  the  negotiating  process.  So  we 
would  hope  that  in  the  future  policy  statement,  these  smaller  niche 
carriers — I  think  they're  sort  of,  in  a  way — if  you  could  look  at  it 
comparably — our  carriers  operating  charters  and  niche-type  sched- 
uled services  are  not  unlike  the  new  low-cost  carriers  domestically 
in  the  United  States.  We  provide  the  competitive  spur  for  lower 
prices  and  for  optional  services  that  are  beneficial  to  the  traveling 
and  shipping  public,  and  the  negotiating  process  should  accommo- 
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date  them  so  that  the  U.S.  will  have  not  just  mega-carrier  opportu- 
nities or  operations  out  there,  but  smaller  carrier  rights  as  well. 

Mr.  Oberstar.  Thank  you. 

Mr.  AltermEin,  do  you  have  the  feeling  that  the  Administration — 
let's  be  more  specific — that  the  Department  of  Transportation  real- 
ly understands  cargo,  and  that  in  this  year  now  of  transition 
into 

Mr,  Alterman.  They're  getting  there. 

Mr.  Oberstar  [continuing].  Into  a  mode  of  focusing  on  policy, 
that  they  understand  the  rightful  role  of  cargo  in  our  overall  avia- 
tion trade? 

Mr.  Alterman.  God,  I'd  love  to  say  yes  to  that  question.  [Laugh- 
ter.] 

Mr.  Oberstar.  Well,  if  you  can't,  I  want  to  hear  that,  too. 

Mr.  Alterman.  Well,  I  think  that  the  simple  answer  is  that  they 
are  learning.  Everybody's  got  a  learning  curve.  I  think  to  some  ex- 
tent it's  our  industry's  problem,  which  probably  means  it's  my  prob- 
lem, that  the  educational  function  of  what  the  cargo  industry  is  has 
not  been  as  great  as  it  perhaps  could  have  been  in  the  past.  Either 
people  forgot  the  cargo  industry  was  there — as  one  example,  I  testi- 
fied last  week  before  the  Investigations  and  Oversight  Committee 
on  infrastructure,  and  I  pointed  out  that  the  FAA  one  time  decided 
to  shut  down  all  their  computers  at  night  because  "no  one  flew  at 
night"  to  reprogram  them.  That  was  not  meant  as  so  much  of  a 
criticism  of  the  FAA,  because  once  we  pointed  it  out  to  them,  that 
problem  was  fixed,  but  rather  an  attitude  that  the  cargo  industry 
wasn't  there  or  at  least  was  overlooked. 

I  think  that  that  is  being  overcome  through  a  combination  of  ef- 
forts by  our  side  and  by  a  willingness  to  learn  by  the  Department. 
For  example,  yesterday  the  cargo  industry  had  a  very  good  meeting 
with  the  Department  of  Transportation  on  the  Canadian  issue,  just 
the  cargo  carriers,  and  they  were  talking  about  cargo  in  Canada. 
That's  happening  more  and  more,  I  think.  The  European  Union  ne- 
gotiations are  evidence  that  they  understand  that  there's  some- 
thing out  there. 

My  only  concern  with  the  multilateral  negotiations  with  the  Eu- 
ropean Union  is,  I  hope  that  having  started  it,  we  haven't  declared 
victory  and  gone  home.  The  process  has  just  started,  and  we'll  see 
how  much  it  develops. 

But  I  would  love  to  answer  yes.  I  can't  quite  answer  yes,  but  I 
think  the  process  is  getting  better. 

Mr.  Oberstar.  Well,  it  certainly  is  an  education  process,  and  I 
have  observed  that  myself,  £ind  the  Secretary  demonstrated  today 
a  greater  grasp  of  issues  than  a  year  ago  and  a  sense  of  effort  to 
get  his  hands  around  all  of  the  broad  issues.  But,  clearly,  there  is 
a  way  to  go  yet  for  U.S.  policy,  and  it  may  be  that  we  don't  have 
an  old  and  frequent  friend  at  the  witness  table  here  that  used  to 
be  known  as  "Crjang  Tigers."  [Laughter.] 

For  their  frequent  complaints  about  U.S.  cargo  policy.  They've 
been  swallowed  up  and  no  longer  appear  at  the  witness  table. 

Mr.  Fort,  you  had  your  hand  up,  but,  first,  I'm  going  to  close  with 
you  and  ask,  the  old  familiar  litany  of  doing-business  issues  that 
time  and  again  Mr.  Clinger  and  I  had  you  before  this  committee, 
the  Investigations  and  Oversight  Subcommittee,  and  Mr.  Shane,  in 
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his  previous  incarnation,  of  ability  to  fly  where  cargo  carriers 
choose,  ability  to  handle  and  process  the  prompt  inspection  of  goods 
that  are  time-sensitive,  customs  service  at  appropriate  times,  inter- 
modal  delivery  systems  abroad.  Are  those  types  of  issues  receding 
into  the  background,  being  resolved,  or  are  we  still  facing,  in  your 
judgment,  significant  problems  of  that  nature? 

Mr.  Fort.  I  think  that  we're  still  facing  very  significant  problems 
of  that  nature.  I  had  raised  my  hand.  I  wanted  to  just  elaborate 
a  bit  more  on  your  earlier  question,  and  I  think  my  comments 
there  are  also  applicable  to  this  question. 

The  question  is  really  not  so  much  whether  or  to  what  extent  the 
Administration  is  getting  up  to  speed  on  cargo  and  on  doing-busi- 
ness problems.  There  obviously  is  a  learning  curve.  Every  adminis- 
tration goes  through  it.  They're  all  staffed  by  young,  bright  folks 
who  get  there.  Then  the  question  really  becomes,  which  wheel  gets 
the  oil? 

I  mean,  the  fact  is  that  international  aviation  is  viewed  and  is, 
in  many  respects,  a  zero-sum  game.  The  U.S.  brings  to  a  negotiat- 
ing table  just  so  many  chits,  just  so  much  leverage  which  can  be 
used  to  solve  just  so  many  problems,  and  when  the  issues  are  a 
specific  doing-business  problem,  especially  if  it's  faced  by  smaller 
carriers  or  all-cargo  carriers  or  if  it's  an  all-cargo  issue  and  it  really 
has  just  enough  leverage  to  solve  one  problem  and  on  the  other 
side  of  the  problem  you  find  represented  large  combination  car- 
riers, such  as  United,  American,  Northwest,  then  the  all-cargo  in- 
terest, frankly,  gets  subordinated  to  that  or  the  doing-business  spe- 
cific problem  will  often  get  subordinated  to  that. 

And  this  is  not  something  that  I  fault  anyone  for.  It's  a  reality. 
I  think  that  all-cargo  issues  ought  to  have  a  mandate.  I've  argued 
for  a  long  time  from  the  Congress  for  the  Department  to  negotiate 
separately  all-cargo  regimes  and  have  a  mandate  to  do  that.  Until 
that's  done,  as  long  as  all-cargo  negotiations  are  part  of  overall  ne- 
gotiations, I  think  they  will  necessarily  get  less  oil  because  they're 
less  squeaJcy, 

As  you  say,  the  Crying  Tigers,  who  I  also  represented  for  some 
time,  is  no  longer  here.  Federal  Express  is  really  almost  alone  out 
there.  World  Airways  provides  all-cargo  services,  but  we're  a  very 
small  carrier,  and  our  combined  voices  in  this  area  don't  amount 
to  very  much  as  compared  to  these  larger  voices,  and  that's  the 
same  as  the  case  with  respect  to  doing-business  problems. 

So,  again,  you  can't  fault  the  Department.  It  has  only  so  much 
leverage  to  achieve  results,  and  it's  in  the  nature,  I  think,  of  our 
political  process  that  it  tries  to  serve  the  largest  constituency, 
which  often  means  that  doing-business  problems  are  shunned,  as 
are  all-cargo  problems. 

Mr.  Oberstar.  You  feel  our  cargo  interests  would  be  better 
served  by  separate  negotiation? 

Mr.  Fort.  I  think  that  they  could  be  better — ^yes,  sir,  I  do.  Yes, 
sir. 

Mr.  Oberstar.  That's  always  been  my  view,  and  we  will  press 
forward  on  that  with  the  Department. 

Any  other  comments  that  any  members  of  the  panel  wish  to 
offer? 

[No  response.] 
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Mr.  Oberstar.  Mr.  dinger. 

Mr.  Clinger.  No;  I  would  just  thank  the  panel  very  much. 

Mr.  Oberstar.  Thank  you  for  being  with  us  throughout  a  very 
long  day,  but  a  very  productive  day  and  one  that  will  be  very  use- 
ful, and  well  pursue  many  of  these  issues  that  you've  raised  here 
today.  Thank  you  very  much. 

The  subcommittee  is  adjourned. 

[Whereupon,  at  6:04  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  the  call  of  the  Chair.] 
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Good  Morning.  My  name  is  Steve  Alterman  and  I  am  President  of  the  Air  Freight 
Association,  a  nationwide  trade  organization  representing  the  interests  of  the  United  States  all- 
cargo  air  carrier  industry.  (A  copy  of  our  current  membership  list  is  attached  as  Appendix  A). 
We  appreciate  the  opportunity  to  testify  today  on  the  important  subject  of  U.S.  international 
aviation  policy.  Indeed,  to  a  large  extent,  the  future  of  our  industry  will  depend  on  the 
international  policies  advanced  by  the  United  States  in  its  relationships  with  our  trading  partners. 
While  domestic  airline  deregulation  has  enabled  our  members  to  expand  at  a  dizzying  pace  in 
domestic  markets,  the  international  side  of  the  business  has  been  much  slower  to  develop.  Much 
of  this  relative  stagnation  is  related  to  the  inability  of  the  United  States  Government  to  take  the 
bold  action  necessary  to  open  foreign  cargo  markets. 
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To  put  our  positions  and  concerns  in  some  perspective,  it  is  probably  a  good  idea  briefly 
to  describe  today's  all-cargo  industry.  Although  several  all-cargo  carriers  existed  prior  to  1977, 
the  real  birth  of  our  industry  can  be  traced  to  the  Cargo  Deregulation  Act  of  1977.  From  a  base 
of  zero,  the  all-cargo  industry  has  grown  to  a  major  force  in  the  world  economy.  Our  members' 
annual  revenues  today  exceed  $20  billion,  we  employ  over  150,000  full  time  equivalent 
employees  and  we  ship  over  7  billion  pounds  of  freight  each  year.  We  expect  this  expansion  to 
continue  into  the  foreseeable  future,  but  we  are  hampered  in  our  international  operations  by  an 
archaic  system  of  bilateral  treaties. 

Moreover,  all  too  often  in  the  past  the  needs  of  our  industry  have  either  been  overlooked 
by  the  U.S.  Government  or  valuable  cargo  opportunities  have  been  lost  when  "traded"  for 
increased  passenger  rights.  If  there  were  any  doubt  that  such  action  has  taken  place,  it  was  erased 
by  the  testimony  of  DOT  representatives  last  summer  before  the  National  Commission  to  Ensure 
a  Strong  Competitive  Airline  Industry.  (A  copy  of  the  text  of  this  testimony  is  attached  as 
Appendix  B).  For  example,  the  Director  of  DOT' s  Office  of  International  Aviation  testified  as 
follows: 


"On  the  issue  of  market  share,  I  think,  in  fact,  we  have  argued  with  our  foreign  partners 
about  this  when  they  have  raised  the  market  share  of  U.S.  passenger  carriers.  We  have 
in  many  of  these  cases  pointed  out  to  them  when  you  look  at  the  total  economic  benefits 
of  the  bilateral  agreement,  they  are  frequently  much  more  even  and  in  some  cases  even 
accrue  to  the  benefit  of  the  foreign  carrier  because  of  the  percentage  of  the  cargo  market 
they  have. 

.  .  .  While  our  percentages  of  the  passenger  market  are  usually  quite  high,  from  the 
European/ Asian  point  of  view  sometimes  out  of  proportion  to  what  it  should  be,  the 
reverse  or  almost  the  reverse  certainly  does  obtain  in  the  cargo  area. 
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And  as  I  say,  we  have  used  this  to  argue  and  I  think  justly  with  our  aviation  partners 
that  this  levels  the  field  quite  considerably."  (Emphasis  added). 

While  DOT  has  claimed  that  these  words  do  not  mean  that  cargo  rights  have  been  used  as  "chips" 

to  obtain  increased  passenger  rights,  we  submit  that  both  the  reality  of  the  current  treaty  situation 

and  the  DOT  testimony  last  summer  is  ample  evidence  that  cargo  is  simply  not  given  the  same 

consideration  as  passenger  rights. 

With  these  problems  in  mind,  the  Air  Freight  Association  would  offer  the  following 
suggestions  as  a  shift  in  emphasis  for  U.S.  negotiators:' 

1.  Attempt  to  negotiate  separate  cargo  agreements.  In  some  instances,  the  negotiation 
of  separate  cargo  agreements  would  be  significantly  easier  and  less  controversial  than  agreements 
in  the  passenger  arena.  Such  cargo  agreements  should  not  be  held  hostage  to  an  overall 
agreement  but  should  be  permitted  to  stand  alone.^  And  under  no  circumstances  should  cargo 
simply  be  used  as  a  bargaining  chip  to  secure  better  passenger  rights. 


'It  should  be  noted  that  the  following  suggestions  were  made  directly  to  DOT  in  an  October 
12,  1993,  letter  to  Secretary  Pena.   They  are  not  being  made  here  for  the  first  time. 

^  Again,  it  appears  that  DOT  generally  prefers  to  link  cargo  issues  with  other  bilateral 
concerns  rather  than  letting  cargo  concerns  stand  alone.  Accordingly,  in  testimony  before  the 
National  Airline  Commission,  DOT  stated  that: 

"As  far  as  the  question  of  liberalizing  cargo,  indeed,  there  have  been  beginnings  of 
openings  with  bilateral  partners  to  do  this,  and  we  are  alert  to  that,  and  where  it  is 
desirable  in  terms  of  our  overall  strategy  in  a  given  bilateral  case,  we  wall  pursue 
that."  (Emphasis  added). 
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2.  Continue  to  explore  meanin^ul  multilateral  agreement  possibilities  for  the  all- 
cargo  industry.  To  the  Administration's  credit,  the  first  halting  steps  toward  a  multilateral  cargo 
agreement  with  the  European  Union  have  taken  place  and  we  urge  the  Administration  actively 
to  pursue  such  an  agreement  as  a  model  for  future  international  liberalization.  Only  through  the 
negotiation  of  such  regional  pacts  can  the  benefits  of  deregulation  be  exported  across  national 
boundaries..  Although  there  still  may  be  some  debate  about  the  merits  of  passenger  deregulation, 
there  can  be  no  doubts  about  the  benefits  of  the  cargo  experience.  As  noted  earlier,  domestic 
cargo  deregulation  has  been  a  major  success  story.  The  international  marketplace  represents  the 
"next  frontier"  in  our  expansion,  but  we  are  hampered  both  by  the  bilateral  process  and  the 
agreements  negotiated  imder  it.  We  need  to  create  new  opportunities  and  a  multilateral  regime 
would  be  a  useful  first  step. 

While  multilateralism  may  be  difficult  with  respect  to  passenger  operations,  we  feel  that 
our  trading  partners  will  be  much  more  receptive  to  such  agreements  for  all-cargo  service. 
Obviously,  the  European  Union  is  a  useful  starting  point  and  DOT  should  continue  in  this  effort. 


3.  Add  the  Air  Freight  Association  to  the  U.S.  negotiating  delegation.  At  the  present 
time,  the  all-cargo  industry  is  the  only  segment  of  the  air  transportation  industry  not  individually 
represented  on  the  U.S.  delegation.  We  have  repeatedly  requested  such  representation  but  have 
been  rebuffed  with  the  argument  that  expansion  of  the  delegation  would  make  negotiations  more 
difficult  and,  in  any  event,  that  cargo  interests  are  already  adequately  represented  by  other  trade 
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organizations.  Without  demeaning  the  efforts  of  these  other  organizations,  it  should  be  clear  that 
they  do  not  have  the  same  focus  as  the  Air  Freight  Association  in  advancing  cargo  interests. 

4.  Work  to  insure  reasonable  all-cargo  security  regulations.  Ever  since  the  tragic  Pan 
Am  bombing  over  Locherbie,  Scotland,  a  debate  has  been  raging  over  the  security  necessary  to 
safeguiird  flights  both  domestically  and  throughout  the  world.  In  the  course  of  this  debate,  both 
the  United  States  and  ICAO  have  recognized  that  the  level  of  threat  to  all-cargo  aircraft  is 
significantly  lower  than  the  threat  to  passenger-carrying  aircraft  and  have  crafted  security 
requirements  accordingly. 

In  the  United  States,  for  example,  the  new  indirect  air  carrier  security  rules  apply  only  to 
the  carriage  of  cargo  on  combination  eiircraft.  Now,  however,  some  countries  have  failed  to  draw 
this  distinction  and  are  moving  to  implement  Draconian  security  rules  that  will  have  a  severe 
impact  on  all-cargo  operations.  In  essence,  these  rules  will  require  the  inspection  of  each 
package,  a  process  which  is  both  time  consuming  and  costly~and  which  is  unnecessary  on  the 
relatively  less  risky  all-cargo  flights.  If  such  rules  are  implemented,  the  expedited  international 
service  provided  to  shippers  throughout  the  world  will  be  seriously  disrupted. 

Faced  with  this  problem,  we  urge  that  fiiture  U.S.  international  aviation  policy  contain  a 
provision  which  continues  to  recognize  the  reduced  level  of  threat  to  all-cargo  aircraft  and  which 
makes  every  attempt  to  insure  that  foreign  countries  do  not  unnecessarily  hamper  all-cargo 
operations.  While  security  has  traditionally  been  handled  outside  the  scope  of  bilateral 
negotiations,  consideration  should  be  given  to  bringing  this  subject  into  the  negotiating  process. 
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5.  rinselv  mopitor  and  attempt  to  innuence  any  international  environmental 
nporating  restrictions  Finally,  one  of  the  growing  concerns  for  members  of  our  industry  is  the 
threat  of  severe  international  operating  restrictions  based  on  environmental  concerns.  As  a  result 
of  the  Airport  Noise  and  Capacity  Act  of  1990,  we  will  spend  literally  billions  of  dollars 
converting  our  aircraft  fleets  to  Stage  3  noise  standards  by  the  turn  of  the  century.  This  program 
is  actually  now  well  ahead  of  schedule  and,  in  most  cases,  we  see  no  problem  in  complying  with 
the  federal  Stage  2  phaseout  rules.  The  other  side  of  this  noise-reduction  equation  is  that  the 
phaseout  was  coupled  with  a  protection  of  our  investment  in  the  Stage  3  fleet.  Accordingly, 
airports  may  not  put  restrictions  on  the  operation  of  Stage  3  aircraft  absent  specific  FAA  approval 
to  do  so. 

Now,  however,  we  are  confronted  with  the  possibility  of  international  actions  which  could 
jeopardize  our  planned  aircraft  fleets.  Both  the  International  Civil  Aviation  Organization  (ICAO) 
and  the  European  Union  are  actively  exploring  a  tightening  of  noise  "stringency"  rules  and  these 
international  bodies  are  also  planning  to  require  drastically  reduced  engine  emissions.  If  followed 
to  their  conclusions,  these  actions  will  have  a  devastating  impact  on  our  ability  to  operate 
internationally.  We  therefore  submit  that  the  United  States  should  take  whatever  actions  are 
necessary  to  preserve  our  ability  to  operate  our  fleets  in  international  service.  More  specifically, 
we  submit  that  the  United  States  should  make  every  effort  to  "export"  the  fleet  protection  which 
now  exists  in  tiie  United  States  under  the  Airport  Noise  and  Capacity  Act. 
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On  behalf  of  the  members  of  the  all-cargo  community,  I  would  like  to  thank  you  for  the 
opportunity  to  testify  today.  If  you  have  any  questions  or  need  any  further  information,  please 
do  not  hesitate  to  contact  us. 
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AIR  FREIGHT  ASSOCIATION 


COMPANY 


CITY.  STATE 


Air  Cargo  Management  Group 

Air  Courier  Conference  of  America  (ACCA) 

Airborne  Express 

AIT  Freight  Systems,  Inc. 

Alaska  International  Airport  System 

American  Cargo  Handling  Equipment 

American  International  Airways 

Arrow  Airways,  Inc. 

British  Aerospace 

Burlington  Air  Express 

Colography  Group 

Emery  Worldwide,  A  CF  Company 

Express  One  International 

Federal  Express  Corporation 

FIDC/Fairbanks  International  Airport 

Kitty  Hawk  Group 

The  Campbell  Aviation  Group,  Inc. 

Metropolitan  Washington  Airports  Authority 

Northern  Air  Cargo 

Roadway  Package  Systems,  Inc. 

Ryan  International  Airlines,  Inc. 

Southern  Air  Transport 

United  Parcel  Service 

World  Aviation  Directory 


Seattle,  WA 

Washington,  DC 

Seattle,  WA 

Elk  Grove,  IL 

Anchorage,  AK 

Denver,  CO 

Ypsilanti,  MI 

Miami,  FL 

Washington,  DC 

Irvine,  CA 

Marietta,  GA 
Palo  Alto,  CA 

Dallas,  TX 

Memphis,  TN 

Fairbanks,  AK 

Dallas/Fort  Worth,  TX 
Alexandria,  VA 

Washington,  DC 

Anchorage,  AK 

Pittsburgh,  PA 

Wichita,  KS 

Miami,  FL 

Louisville,  KY 

Washington,  DC 
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APPENDIX  B 
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1  to  the  importance  we  place  on  it,  then  the  Secretary 

2  does  it,  the  Under  Secretary  does  it. 

3  Joan  Spero,  the  Under  Secretary,  has  taken 

4  a  very  strong  personal  interest.   I  was  surprised  at 

5  her  confirmation  hearings  that  I  think  three-quarters 

6  of  the  questions  were  on  aviation,  and  she  very  much 

7  was  ready  for  them  because  she  understands  the 

8  importance  of  it.  Not  a  week  goes  by  that  we  aren't 

9  meeting  jwifcir  somebody  in  the  aviation  industry.   She 

10  met  twi'ce  yesterday  with  aviation  people. 

11  So  the  question,  I  suppose,  is:   are  we 

12  more  involved  in  the  State  Department  with  insuring  we 

13  have  friendly  relations  and  shortcutting  the  agenda  of 

14  the  aviation  industry?   I  think  quite  the  opposite. 

15  We  have  been  very  careful  not  to  link  the  classic  case 

16  of  submarine  bases  with  aviation  rights. 

17  CHAIRMAN  BALILES:    Next  question,   Ms. 

18  Thomas . 

19  MS.  THOMAS:   Mr.  Chairman,  I  have  a  few 


questions.   I'd  like  Jo ^o  ahead  and  put  them  all  on 
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21      the  table  at  once. 

Jim  and  Paul,   on  Monday  Pat  Murphy 
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1  distributed  a  chart  to  this  commission  dealing  with 

2  U.S.  carrier  market  share,  market  share  for  both  U.S. 

3  cargo  and  passenger  carriers.   In  three  of  the  top 

4  international  markets  —  and  these  were  1992  figures 

5  — r  the  U.S.  flag  share  of  the  cargo  market  averaged 

6  about  34  percent,  and  in  the  U.K.  I  believe  that 

7  figure  was  somewhere  around  47  percent. 

8  The  passenger  share  in  those  top  markets 

9  was  in  mpst  cases  over  and  sometimes  substantially 

10  over  50  percent. 

11  Foreign  governments  have  attacked  U.S. 

12  negotiating  policy,  and  as  Jim  mentioned,  denounced 

13  one  bilateral,  a  couple  of  bilaterals  because  of  their 

14  concern  about  the  growing  U.S.  carrier  passenger 

15  market  share. 

16  My  first  question  is:    how  have  U.S. 

17  negotiators  used  the  market  share  argument  to  try  to 

18  obtain  enhanced  aviation  rights  for  cargo  carriers, 

19  the  flip  side  of  their  own  argument? 

20  The  second  question  is  notwithstanding  the 

21  view  that  nations  are  simply  not  receptive  to  a  free 

22  market  approach,  would  you  agree  or  disagree  that 
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1  foreign  governments  have  shovm  some  willingness  to 

2  provide  for  a  deregulated  economic  environment  for  our 

3  cargo  carriers?   And  by  that,  of  course,  I  mean 

4  liberal  operating  rights  to  the  country  and  beyond  the 

5  country. 

6  Third  question.  There's  been  a  great  deal 

7  of  discussion  about  multilateralism.   I  believe  that 

8  there  has  been  some  discussion  between  the  U.S.  and 

9  the  EC  on  multilateralism,  and  some  have  indicated 

10  that  it  may  be  possible  to  negotiate  multilateral 

11  agreements  to  liberalize  cargo,  and  I/d  like  to  know 

12  your  views  on  that  issue. 

13  CHAIRMAN  BALILES:   Mr.  Gretch. 

14  MR.  GRETCH:   Yes.  On  the  issue  of  market 

15  share,  I  think,  in  fact,  we   have  argued  with  our 

16  foreign  partners  about  this  when  they  have  raised  the 

17  market  share  of  U.S.  passenger  carriers.   We  have  in 

18  many  of  these  cases  pointed  out  to  them  when  you  look 
1^  ^t  the  total  economic  benefits  of  the  bilateral 

20  agreement,  they  are  very  frequently  much  more  even  and 

21  in  some  cases  even  accrue  to  the  benefit  of  the 

22  foreign  carrier  because  of  the  percentage  of  the  cargo 
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1  market  that  they  have. 

2  Now,  there  are  many  reasons  why  that  has 

3  happened,  and  it  varies  from  country  to  country,  and 

4  some  of  it  has,  frankly,  been  the  result  of  decisions 

5  by  U.S.  cargo  carriers,  aggressiveness  over  the  years, 

6  equipment   decisions,    and   other   things,    but 

7  nevertheless,  I  think  you  have  given  an  accurate 

8  picture  certainly  in  Europe  and  in  other  parts  of  the 

9  world,  too.   While  our  percentages  of  the  passenger 

10  market  are  usually  quite  high,  from  the  European/Asian 

11  point  of  view  sometimes  out  of  proportion  to  what  it 

12  should  be,  the  reverse  or  almost  the  reverse  certainly 

13  does  obtain  in  the  cargo  area. 

14  And  as  I  say,  we  have  used  this  to  argue 

15  and  I  think  justly  with  our  aviation  partners  that 

16  this  levels  the  field  quite  considerably. 

17  As  far  as  the  question  of  liberalizing 

18  cargo,  indeed,  in  a  number  of  these  cases,  there  have 

19  been  the  beginnings  of  openings  with  bilateral 

20  partners  to  do  this,  and  we  are  alert  to  that,  and 

21  where  it  is  desirable  in  terms  of  our  overall  strategy 

22  in  a  given  bilateral  case,  we  will  pursue  that. 
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Mr.  Chairman,  NACA  and  its  member  carriers  are  pleased  to  have  this 
opportunity  to  present  our  views  with  regard  to  the  need  for  an 
enlightened  international  aviation  policy. 

Following  the  report  of  the  Airline  Commission,  the  Administration 
has  outlined  an  Initiative  to  Promote  a  Strong  Competitive  Aviation 
Industry.  This  report  recognizes  that  many  actions  are  required  to 
achieve  that  end.  It  is  our  understanding  that  a  comprehensive 
report  and  policy  statement  is  to  be  issued  in  June  of  1994. 

Pending  publication  and  a  review  of  the  Administration's  policy 
statement,  there  are  outstanding  issues  which  we  will  address. 
They  are: 

1.  The  need  for  balance  in  bilateral  as  well  as  multilateral 
agreements.  Such  agreements  must  cover  scheduled  as  well  as 
charter  service  as  both  are  co-equal  under  U.S.  policy  and  must 
provide  for  cargo  as  well  as  passenger  or  combination  service. 
Fifth  Freedom  charters  should  not  be  authorized  to  a  foreign 
carrier  unless  0.8.  carriers  obtain  an  equal  benefit  of  the  same 
magnitude  froa  the  foreign  country. 

2.  Code-sharing  is  not  presently  defined,  offers  unequal 
opporttinities  to  a  few  carriers  versus  many,  may  be  anti- 
competitive and  assigns  U.S.  rights  to  foreign  carriers  which  in 
the  long  ter«  will  adversely  affect  U.S.  aviation  rights  and 
opportunities . 
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3.  "Open  sXies"  arrangements  either  for  cargo  or  passenger 
operations  must  be  accomplished  on  an  equivalency  basis.  The  0.8. 
should  not  open  its  vast  skies  to  open  operations  by  foreign 
airlines  in  exchange  for  limited  opportunities  for  U.S.  airlines  in 
foreign  countries. 

4.  Global  operations  must  still  be  predicated  on  an  exchange  of 
like  opportunities  of  the  same  magnitude. 

5.  The  O.S.  strategically  and  competitively  must  have  its  own 
capability  to  effectively  support  national  defense  and  protect  its 
commercial  routes  and  opportunities.  Air  transportation  must  not 
be  permitted  to  decline  and  transfer  to  foreign  operators  as 
sealift  did.  Thus,  small  niche  carriers  should,  in  bilateral 
negotiations,  be  provided  for  on  a  priority  basis. 

6.  U.S.  policy  must  protect  air  carrier  operations  from 
encroachment  by  operators  using  former  military  aircraft  of  a 
restricted  category  type. 

THE  NEED  FOR  BALANCE 

The  U.S.  is  the  largest  generator  of  traffic,  both  cargo  and 
passenger,  in  the  world.  The  vast  territory  of  the  U.S.  presents 
a  fertile  field  that  others  desire  to  plow  in  exchange  for 
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opportunities  in  their  country  which  are  usually  considerably 
smaller  with  less  traffic  overall  than  the  U.S.  offers. 

Open  operations  to  such  countries  should  only  be  exchanged  for 
limited  operations  to  the  U.S.  predicated  on  a  balance  of 
opportunities  and  benefits. 

Economic  analysis  in  advance  of  negotiations  is  an  essential 
requirement  in  order  to  achieve  such  balance.  Such  analysis  should 
be  accomplished  by  the  Government  in  conjunction  with  industry 
input  and  should  undergo  review  and  challenge  before  being  offered 
to  a  trading  partner. 

Scheduled  and  charter  operations  must  be  treated  as  co-equal. 

CODE-SHARING 

What  is  code-sharing  and  what  are  its  limits?  Who  selects  the 
partners  of  such  arrangements?  Is  code-sharing  in  the  public 
interest?  Is  it  a  deceptive  merchandising  practice?  Is  it 
anticompetitive?  Should  antitrust  immunity  be  granted  to  parties 
who  compete  against  other  U.S.  interests? 

We  apologize  for  the  myriad  of  questions  but  it  is  the  only  way  to 
focus  attention  on  this  so-called  novel  arrangement  which  really 
puts  one  U.S.  and  one  foreign  carrier  as  parties  to  an  agreement 
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against  all  other  U.S.  carriers.  Why  should  the  strong  be  entitled 
to  select  with  whom  code-sharing  is  to  be  permitted?   Why  should 
not  all  carriers  be  entitled  to  engage  in  code-sharing  as  it  is 
merely  an  extension  of  interlining?  Permitting  a  U.S.  carrier  and 
a  foreign  carrier  to  select  partnerships  can  only  lead  -  "to  the 
victor  belong  the  spoils".   If  code-sharing,  like  marriage,  is  to 
be  monogamous,  then  carrier  participation  must  be  subject  to  a 
carrier  selection  procedure  in  which  the  right  of  the  small  are 
protected  from  expanded  opportunities  of  the  large.   Better  still, 
code-sharing  should  be  polygamous  as  is  interlining  and  all  U.S. 
route  carriers  should  be  entitled  to  participate.    U.S.  route 
rights  should  not  be  assigned  to  foreign  competitors  irrespective 
of  so-called  globalization.   The  bride  as  well  as  the  groom  must 
each   offer   a   dowry   of   equal   value   and   public   interest 
considerations  must  be  reviewed,  considered  and  assigned  by  the 
Government  prior  to  permitting  two  partners  to  engage  in  an 
arrangement  between  themselves.   The  Government  should  be  the  one 
through  a  carrier  selection  preceding  to  decide  who  the  parties  to 
such  an  arrangement  are.   U.S.  traffic  must  not  be  funneled  to 
foreign  carriers  by  a  partner,  especially  government  sponsored 
traffic  absent  an  agreement  as  provide  for  in  Sec.  1117(c)  of  the 
Federal  Aviation  Act.  (See  Enclosure  1.)  "Fly  America"  must  be 
honored  and  protected. 
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OPEN  SKIES 


The  last  vestige  of  the  previous  Administration  which  supported 
"open  skies"  appears  to  have  engulfed  the  present  administration. 
"Open  skies"  properly  defined  could  be  good  for  expanding  commerce 
and  good  for  U.S.  carriers  as  well  as  foreign  carriers  but  thorough 
analyses  must  be  conducted  prior  to  determining  that  the  exchange 
of  "open  skies"  to  the  U.S.  in  exchange  for  lesser  rights  to  a 
foreign  country  is  in  the  public  interest.  Merely  obtaining 
limited  access  or  total  access  to  a  smaller  country  in  exchange  for 
granting  vast  opportunities  to  plunder  the  U.S.  is  certainly  not  in 
the  public  interest. 

GLOBAL  OPERATIONS 

How  do  we  achieve  so-called  global  carriers?  Is  it  through 
alliances?  Or  is  it  by  having  a  worldwide  U.S.  carrier  such  as  the 
former  Pan  American  World  Airways?  Pan  American  World  Airways  was 
not  a  chosen  instrument  but  allowing  one  U.S.  carrier  to 
participate  with  one  foreign  carrier  leads  to  a  chosen  instrument. 

If  it  is  by  alliances,  who  shows  the  flag?   Who  supports  U.S. 
interests  —  a  foreign  carrier  or  a  U.S.  carrier? 
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Some  alliances  are  essential  but  they  can  never  replace  a  U.S. 
worldwide  carrier  operation  whether  by  a  single  U.S.  carrier  or  by 
a  combination  of  smaller  U.S.  carriers  operating  to  various  parts 
of  the  world. 

STRATEGIC  AND  COMPETITIVE  OPERATIONS 

Each  carrier  under  the  Federal  Aviation  Act  of  1958  is  required  to 
support  national  defense  as  well  as  the  Postal  Service  and  foreign 
and  domestic  commerce. 

The  U.S.  must  have  the  best  fleet  in  the  world  in  order  to  support 
the  U.S.  military  in  times  of  emergency.  The  U.S.  cannot  afford  to 
have  a  dedicated  organic  fleet  in  the  hands  of  the  military  capable 
of  deploying  forces  on  a  worldwide  basis  in  support  of  contingency 
operations.  Thus,  U.S.  carriers  must  be  committed  to  the  national 
defense  effort  through  the  Civil  Reserve  Air  Fleet  program  and  be 
willing  to  offer  and  make  their  capability  available  during  a  Stage 
I,  II  or  III  emergency  as  determined  by  competent  military 
authority.  Thus,  it  is  essential  that  the  U.S.  have  a  long-range 
fleet  —  a  fleet  that  operates  to  all  parts  of  the  world  -  not  just 
to  major  traffic  hubs  -  and  then  funnels  traffic  to  foreign 
carriers  to  take  on  to  other  foreign  places.  The  U.S.  must  have  a 
worldwide  civil  air  carrier  net  similar  to  what  was  previously 
provided  by  Pan  American  and  in  part  by  TWA.  This  can  be  achieved 
in  one  or  two  ways  —  a  large  worldwide  carrier  or  a  combination  of 
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smaller  carriers  that  operate  to  various  parts  of  the  world  but 
collectively  form  a  worldwide  net  and  which,  in  turn,  make  their 
capability  of  long-range  aircraft  available  to  the  Department  of 
Defense  in  event  of  an  emergency. 

COMPETITION 

U.S.  carriers  must  not  be  subjected  to  competition  by  operators  who 
use  excess  or  former  military  aircraft  to  compete  with  valid  U.S. 
carriers  who  have  been  certificated  by  the  U.S.  Government  to 
provide  worldwide  services  as  needed.  The  U.S.  must,  through  the 
regulatory  process,  restrict  operators  who  seek  to  engage  in 
commercial  arrangements  for  compensation  or  hire  by  legislation  to 
ensure  that  these  carriers  do  not  erode  or  compete  with  U.S. 
carriers. 

CONCLUSIONS  AND  RECOMMENDATIONS 

1.   U.S.  International  Aviation  Policy  must  be  based  on  sound 
principles  which  foster  U.S.  carrier  opportunities  while  at  the 
same  time  offering  foreign  carriers  an  equitable  opportunity  in 
exchange  for  expanded  opportunities  for  U.S.  carriers,  both  large 
and  small. 
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2.  Small  D.S.  carriers  must  not  be  relegated  to  an  inferior 
position  in  bilateral  or  multilateral  negotiations. 

3.  The  principles  set  forth  to  govern  international  aviation  in 
Sec.  1102(b)  of  the  Federal  Aviation  Act  need  review  and  updating 
but  should  be  reaffirmed  as  the  basis  on  which  D.S.  policy 
objectives  are  founded. 

4.  Code-sharing  or  combined  operations  of  a  U.S.  carrier  and  a 
foreign  carrier  require  detailed  analysis  On  the  public  record  to 
determine  whether  there  is  a  public  interest.  If  an  alliance  is 
determined  to  be  in  the  public  interest/  detailed  criteria  should 
be  developed  to  govern  the  code-sharing  arrangements.  Code-sharing 
arrangements  should  not  be  exchanged  bilaterally  or  multilaterally 
when  other  D.S.  interests  desire  non-code-share  opportunities  or 
authority  to  provide  service  because  the  combined  code-share 
operations  of  a  foreign  and  D.S.  carrier  could  severely  restrict  a 
smaller  carrier's  opportunity  or  ability  to  serve  the  market. 

5.  Carriers'  commitment  to  serve  the  market  must  provide  for 
National  Defense  Objectives  and  in  carrier  selection  cases  the 
ability  to  serve  the  market  directly  and  to  provide  for  the 
national  defense  must  be  the  governing  criteria,  not  code-sharing 
opportunities . 
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6.  "Open  skies"  and  other  arrangements  should  be  analyzed  by  U.S. 
Government  and  industry  jointly  prior  to  determining  what  type 
arrangements   are   to  be   negotiated   either  multilaterally  or 
bilaterally. 

7.  On  routes  where  several  U.S.  carriers  compete,  code-sharing  by 
one  U.S.  carrier  with  a  foreign  carrier  should  not  be  permitted. 
This  could  lead  to  anticompetitive  conduct  through  the  joint 
operation.  A  small  U.S.  carrier  could  be  precluded  from  competing 
with  the  combined  strength  of  a  large  U.S.  and  foreign  carrier 
through  the  so-called  "seamless  operation"  provided  through  code- 
sharing  arrangements. 

8.  Legislation  to  protect  U.S.  carriers'  interests  is  required  to 
detail  the  limits  that  must  be  established  on  operators  of 
restricted  category  aircraft  as  well  as  requiring  the  szune 
supervision  and  adherence  to  the  same  safety  criteria  as  U.S. 
certificated  air  carriers  are  required  to  comply  with.  FAA  should 
be  required  to  apply  the  same  criteria  to  non-certificated  carriers 
as  they  apply  to  certificated  carriers. 

Mr.  Chairman,  that  concludes  my  presentation  and  we  will  be  pleased 
to  answer  any  questions  you  may  have. 
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GOALS  FOR  INTERMATIONAL  AVIATION  POLICY 

(b)  In  formulating  United  States  international  air 

transportation  policy,  the  Congress  intends  that  the  Secretary  of 
State  [,]  and  the  Secretary  of  Transportation  [and  the  Civil 
aeronautics  Board]  shall  develop  a  negotiating  policy  which 
emphasizes  the  greatest  degree  of  competition  that  is  compatible 
with  a  well-functioning  international  air  transportation  system. 
This  includes,  among  other  things: 

(1)  the  strengthening  of  the  competitive  position  of 
United  States  air  carriers  to  at  least  assure  equality  with  foreign 
air  carriers,  including  the  attainment  of  opportunities  for  United 
States  air  carriers  to  maintain  and  increase  their  profitability, 
in  foreign  air  transportation; 

(2)  freedom  of  air  carriers  and  foreign  air  carriers 
to  offer  fares  and  rates  which  correspond  with  consumer  demand; 

(3)  The  fewest  possible  restrictions  on  charter  air 
transportation;  and  the  treatment  of  scheduled  and  charter  air 
transportation  as  co-equal; 

(4)  the  maximum  degree  of  multiple  and  permissive 
international  authority  for  United  States  air  carriers  so  that  they 
will  be  able  to  respond  quickly  to  shifts  in  market  demand; 

(5)  the  elimination  of  operational  and  marketing 
restrictions  to  the  greatest  extent  possible; 

(6)  the  integration  of  domestic  and  international  air 
transportation; 

(7)  an  increase  in  the  number  of  nonstop  United  States 
gateway  cities; 

(8)  opportunities  for  carriers  of  foreign  countries  to 
increase  their  access  to  United  States  points  if  exchanged  for 
benefits  of  similar  magnitude  for  United  States  carriers  or  the 
traveling  public  with  permanent  linkage  between  rights  granted  and 
rights  given  away; 

(9)  the  elimination  of  discrimination  and  unfair 
competitive  practices  faced  by  United  States  airlines  in  foreign 
air  transportation,  including  excessive  landing  and  user  fees, 
unreasonable  ground  handling  requirements,  undue  restrictions  on 
operations,  prohibitions  against  change  of  gauge,  and  similar 
restrictive  practices;  and 
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(10)  the  promotion,  encouragement,  and  development  of 
civil  aeronautics  and  a  viable,  privately  owned  United  States  air 
transport  industry  [ . )  committed  to  the  expansion  of  foreign  and 
domestic  commerce  and  in  support  of  National  Defense  through 
participation  in  the  Civil  Reserve  Air  Fleet  program. 


NOTE;   Brackets  [)  indicate  deletion. 

Underline  indicates  change  or  addition. 


159 


SUBCOMMITTEE  ON  AVIATION 

COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

Testimony  of  Edward  P.  Faberman 

Vice  President,  Government  Affairs 

American  Airlines,  Inc. 

May  5,  1994 

Good  afternoon,  Mr.  Chairman  and  Members  of  the 
Subcommittee.  We  appreciate  the  opportunity  to  appear  before 
you  today  to  express  the  views  of  American  Airlines  on  interna- 
tional aviation  policy. 

Mr.  Chairman,  Congressman  dinger,  we  applaud  you  for 
holding  this  very  important  hearing.   The  ability  of  U.S. 
carriers  to  be  competitive  and  grow  is  directly  related  to  our 
international  opportunities. 

Over  the  course  of  a  little  more  than  10  years, 
American  has  become  an  international  airline,  with  a  pattern  of 
service  to  Europe  and  Latin  America,  and  a  few  operations  to 
Japan.   Our  experience  in  dealing  with  the  enormous 
complexities  of  bilateral  agreements  on  air  rights  between  the 
United  States  and  other  governments  has  led  us  to  conclude  that 
the  world's  economies  would  benefit  if  we  were  to  divorce  the 
notion  of  nationality  from  aviation  —  as  we  have  in  most  other 
industries  —  and  treat  airlines  more  like  businesses  and  less 
like  instruments  of  the  state.   Were  that  to  happen,  we  could 
abcindon  bilateralism  and  create  a  worldwide  aviation  treaty 
founded  on  the  notion  of  freedom  of  the  air. 

In  this  regard,  we  commend  Secretary  Pena  for  his 
visionary  speech  of  November  1,  1993,  to  the  annual  general 
meeting  of  the  International  Air  Transport  Association  in 
Dallas,  Texas,  calling  for  movement  toward  multilateralism  in 
aviation  negotiations.   As  Secretary  Pena  said,  today's  bilat- 
eral system  "is  the  source  of  the  most  serious  constraints  on 
airline  opportunity  and  consumer  choice  worldwide  —  mainly 
because  governments  so  often  demand  protection  in  bilaterals 
for  their  domestic  carriers  —  at  the  expense  of  their  own  air 
travelers,  businesses,  and  economies."  Secretary  Pena  went  on 
to  say  —  and  we  believe  he  is  absolutely  right  —  that  "if  we 
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are  to  construct  a  better  world  airline  system  for  this  decade 
and  the  next  century  we  must  begin  by  moving  decisively  beyond 
bilateralism  to  multi-lateral  and  regional  accords.   *   *   * 
The  United  States'  vision  is  of  a  truly  open  airline  world." 
He  added  that  he  will  seek  to  liberalize  existing  bilateral 
agreements.   He  assured  all  that  "We  plan  to  move  forward  — 
not  backward . " 

We  could  have  --  if  all  were  willing  —  a  worldwide 
aviation  agreement  that  would  permit  any  airline  to  fly  wherev- 
er it  chose  and  charge  whatever  it  wished  —  without  regard  to 
the  country  in  which  its  home  office  happened  to  be  located. 
Mr.  Chairman,  you  have  led  the  call  for  a  multilateral 
approach.   There  is  little  doiibt  that  a  such  a  system  would 
produce  more  efficient  airlines,  more  travel,  and  more  general 
wealth.   Letting  the  market  decide  who  flies  where  and  for  how 
much  would  produce  far  better  results  than  what  we  do  today. 

Having  said  this,  let  me  hasten  to  add  that,  in 
American's  view,  the  day  when  we  have  such  a  system  lies 
further  in  the  future  than  we  can  see.   This  desired  goal  may 
not  be  obtainable  because  international  airlines  have  long  been 
invested  with  a  unique  kind  of  nationality.   Instead  of 
allowing  privately  owned  carriers  to  fend  for  themselves  in  a 
global  marketplace,  most  foreign  governments  have  opted  for 
public  ownership  and  for  various  controls  on  competition. 

It  is  time  for  the  United  States  Government  to 
recognize  that  aviation  is  a  trade  matter,  and  as  such  should 
be  attacked  with  the  same  commitment  to  U.S.  interests  that  the 
Administration  has  recently  brought  to  bear  on  talks  with  Japan 
and  with  the  assistance  it  provided  to  Boeing  and  McDonnell 
Douglas  in  selling  their  aircraft. 

Access  to  the  U.S.  market  is  a  uniquely  valuable 
commercial  right,  and  any  country  that  seeks  access  for  its 
carriers  by  whatever  means  —  code-sharing,  investment,  or 
actual  operations  --  should  be  required  to  offer  U.S.  carriers 
equivalent  economic  opportunities  in  return.   The  U.S.  is  50% 
of  the  world's  aviation  market.   The  policies  that  have 
permitted  approval  of  one-sided  entry  by  foreign  carriers  from 
countries  that  represent  5%  or  less  of  the  world's  market  into 
our  markets,  without  equivalent  access  to  their  markets,  must 
be  changed.   Otherwise,  the  significant  strengthening  of 
foreign  airlines  that  past  approvals  have  triggered  will 
accelerate,  and  in  the  long  term  international  aviation  will, 
inevitcibly,  be  dominated  by  non-U. S.  carriers.   Moreover,  U.S. 
carriers  will  continue  to  shrink  and  workers  will  lose  jobs. 
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We  have  watched  too  many  industries  once  dominated  by  U.S. 
companies  turned  over  to  foreign  interests.   U.S.  aviation  must 
not  join  that  list.   Mr.  Chairman,  our  workers  are  the  best  and 
we  can  win  the  competitive  battles  if  given  the  chance.   One 
cannot  win,  however,  unless  allowed  into  the  game. 

American  believes  that  there  are  at  least  three 
specific  ways  that  our  Government  can  improve  its  international 
aviation  policy  and  its  fostering  of  U.S.  economic  interests. 
These  are  (1)  an  explicit  recognition  of  the  size  and  strength 
of  the  U.S.  market  for  air  transportation  and  the  unique 
leverage  that  this  gives  us  in  dealing  with  other  countries, 

(2)  the  development  of  cost -benefit  analyses  against  which  to 
test  all  of  the  bilateral  aviation  agreements  —  both  existing 
and  prospective  —  to  which  the  United  States  is  a  party,  and 

(3)  allowing  individual  U.S.  carrier  representatives  in  the 
room  during  government -to-government  negotiating  sessions,  as 
was  recently  done  on  an  experimental  basis  at  discussions 
between  the  U.S.  and  Thailand. 

1.   TIniqpie  Leverage  Of  The  U.S.  Market.   The  United 
States  represents  the  world's  largest  single-country  aviation 
market  by  a  wide  margin,  accounting  for  nearly  half  of  the 
world's  commercial  aviation  business.   This  makes  the  U.S.  far 
more  important  for  any  individual  foreign  carrier  than  access 
to  any  other  single  country.   Too  often,  however,  our  U.S. 
negotiators  have  lost  sight  of  this  principal  fact  —  and  the 
unique  negotiating  leverage  that  it  provides  —  by  entering 
into  aviation  agreements  that  do  not  produce  equivalent  access 
for  U.S.  carriers  to  and  beyond  other  countries. 

To  create  a  truly  balanced  exchange,  other  govern- 
ments must  offer  U.S.  carriers  access  to  the  largest  markets 
served  by  their  carriers  —  and  those  are  not,  for  the  most 
part,  their  own  internal  markets.   Most  of  the  world's  large 
aviation  markets  —  other  than  those  within  the  U.S.  and 
between  the  U.S.  and  another  country  —  lie  beyond  a  foreign 
city  used  as  an  international  gateway  by  U.S.  airlines  --  say 
London,  for  example.   Thus,  if  U.S.  carriers  are  to  have  access 
to  the  major  markets  served  by  our  international  competitors, 
we  must  begin  insisting  that  our  bilateral  partners  open  their 
beyond  markets. 

Unfortunately,  this  was  not  done  in  our  current 
agreement  with  the  United  Kingdom,  and  that  is  the  principal 
reason  why  American  and  others  have  called  for  renunciation  of 
that  severely  imbalanced  exchange.   British  Airways  has 
extensive  authority  to  operate  within  and  beyond  the  U.S. 
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through  code  sharing  and  its  ovm  direct  flights,  while  we  can 
only  serve  a  few  markets  beyond  the  U.K.  by  code  sharing,  and 
we  have  no  authority  to  operate  our  own  aircraft  within  or 
beyond  the  U.K.  Our  bilateral  with  the  U.K.  so  favors  the  U.K. 
that  BA  can  serve  points  beyond  the  U.S.  that  most  U.S. 
carriers  cannot  serve.   Moreover,  BA  has  authority  to  hub  in 
the  U.S.   Imagine  what  reaction  we  would  receive  from  the 
United  Kingdom  if  we  announced  plans  to  hub  in  London,  or  any 
other  U.K.  point. 

The  one-sidedness  of  our  aviation  agreements  is  not 
limited  to  the  U.K.   Agreements  with  Germany  —  recently  made 
even  more  restrictive  —  and  Spain  and  other  countries  give 
their  carriers  significant  advantages  over  U.S.  carriers.   Of 
course,  it  is  also  time  to  step  up  to  the  plate  with  the 
Japanese.   We  must  take  the  shackles  off  of  our  ability  to 
operate  to  and  beyond  Japan. 

2.   nnst -Benefit  Analysis.   The  United  States 
continues  to  enter  into  negotiations  that  grant  foreign 
airlines  valuable  access  to  the  U.S.  market  without  having  made 
any  cost-benefit  analysis  of  the  outcome.   In  1991,  for  exam- 
ple, the  U.S.  agreed  to  allow  British  carriers  virtually 
unlimited  access,  through  code-sharing,  to  the  United  States 
and  beyond,  without  demanding  equivalent  access  for  U.S. 
carriers  beyond  London.   In  1992,  the  U.S.  similarly  allowed 
code-sharing  access  by  a  Dutch  carrier  to  the  U.S.  market  — 
and  with  antitrust  immunity  —  even  though  that  carrier's 
homeland  is  a  fraction  of  the  size  and  population  of  the  United 
States.  Most  recently,  the  U.S.  has  agreed  to  vastly  improved 
access  by  a  German  airline  to  the  U.S.,  again  without  securing 
equivalent  rights  for  U.S.  carriers.   In  none  of  these  cases 
did  our  government  engage  in  a  cost-benefit  analysis  to  ensure 
that  U.S.  airlines  would  receive  at  least  equal  value  for  such 
deals. 

We  believe  that  the  Department  should  be  required  to 
perform  a  cost-benefit  analysis  of  all  bilateral  aviation 
agreements  —  both  existing  and  prospective  —  in  order  to 
protect  U.S.  carrier  interests  from  imbalanced  exchanges.   In 
our  view,  such  analysis  should  be  conducted  with  the  input  of 
all  interested  parties,  and  made  availaible  to  U.S.  carriers 
prior  to  each  new  negotiation.   In  addition,  all  existing 
bilateral  agreements  should  be  tested  by  a  cost-benefit 
analysis  and,  where  necessary,  imbalanced  agreements  should  be 
renounced  and  replaced  by  pacts  that  further  U.S.  trade 
interests  in  the  international  aviation  marketplace. 
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3.   Individual  Carrier  Attendance  At  Nsgotiations. 
Finally,  American  believes  that  individual  carrier  representa- 
tives should  be  allowed  in  the  room  at  all  government-to- 
government  bilateral  negotiating  sessions,  and  that  the 
Subcommittee  should  consider  legislation  to  require  this. 

Section  1102(c)  of  the  Federal  Aviation  Act  presently 
requires  the  Government  to  "consult,  to  the  maximum  extent 
practicable,"  with  air  carriers  and  others  "affected  by  inter- 
national aviation  policy  concerning  both  broad  policy  goals  and 
individual  negotiations."  Because  individual  carriers  have 
historically  not  been  permitted  to  attend  negotiations,  the 
Department  of  State  and  the  Department  of  Transportation  have 
sometimes  ignored  even  the  requirement  to  "consult"  with 
carriers  on  specific  issues,  an  unfortunate  practice  in  evi- 
dence as  recently  as  a  month  ago  during  the  final  phase  of  the 
U.S. -Germany  talks. 

However,  a  requirement  that  individual  carrier 
representatives  be  present  in  the  room  during  negotiations  will 
reinforce  the  duty  of  the  Departments  to  consult  with  carriers, 
and  will  permit  a  first-hand  exchange  of  positions  between  the 
carriers  and  our  Government  on  these  critically  important 
matters.   In  this  regard,  we  were  encouraged  by  the  invitation 
the  Departments  extended  to  carriers  to  attend  the  recent 
negotiations  with  Thailand,  and  believe  that  this  practice 
should  continue  in  all  cases. 
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While  many  foreign-based  airlines  are  first-rate 
companies  which  have  every  right  to  compete  for  world 
leadership,  I  see  no  reason  why  U.S  airlines  —  and  their 
employees  and  shareholders  —  should  be  penalized  simply 
because  they  are  based  in  the  world's  largest  and  most 
important  aviation  marketplace. 

We  intend  to  do  all  we  can  to  insist  on  trade  equity 
for  U.S.  carriers  —  and  we  hope  that  all  interested  in  the 
vigor  of  America's  Air  transport  industry  will  join  us  in  that 
effort. 

Again,  American  appreciates  the  opportunity  to  appear 
before  you  today  to  address  international  aviation  policy.   I 
would  be  pleased  to  answer  your  questions,  either  here  or  in 
written  form  for  the  record. 
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Mr.  Chairman  and  members  of  the  Committee,  my  name  is  Vance 
Fort  and  I  am  the  Senior  Vice  President  for  Legal  and  Government  Affairs 
of  World  Airways,  Inc.   World  appreciates  this  opportunity  to  offer  its 
comments  on  the  international  aviation  policy  of  the  United  States.   World 
has  operated  international  passenger  and  cargo  services  for  over  forty-five 
years.    It  currently  operates  a  fleet  of  all  Stage  3  widebody  jet  aircraft. 
World  conducts  services  for  the  travelling  public,  for  airlines  and  for  the 
U.S.  military.    Based  in  Herndon,  Virginia,  World's  workforce  currently 
stands  at  625  employees. 

World  is  one  of  several  smaller  operators  of  international  widebody 
service.  These  airlines  play  a  significant,  though  largely  unheralded  role 
in  the  aviation  industry.    They  are  significant  because  their  scheduled  and 
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charter  operations  are  an  important  source  of  actual  and  potential 
competition,  offering  price  and  service  options  not  available  from  the 
mega-carriers.   They  are  significant  because  the  services  they  provide  on 
behalf  of  larger  airlines  -  on  a  subservice  or  long-term  wet  lease  basis  - 
alleviate  temporary  equipment  shortages  and  can  facilitate  the  development 
of  new  markets  at  minimal  cost.   Finally,  these  small  operators  are 
significant  because  as  a  group,  they  have  committed  a  large  percentage  of 
their  aircraft  to  the  Civil  Reserve  Air  Fleet  or  CRAF.    As  demonstrated 
during  Desert  Shield/Desert  Storm,  and  most  recently  in  Somalia,  the 
participation  of  these  carriers  in  CRAF  is  a  vital  component  of  our 
nation's  quick  response  capability  in  times  of  crisis. 

This  segment  of  the  airline  industry  is  staring  at  a  very  bleak  fiiture, 
in  light  of  developments  in  international  aviation.   These  carriers  operate 
very  few  scheduled  international  services  under  their  own  authority  as  they 
have  rarely  been  favored  with  awards  of  traffic  rights  in  the  important 
limited  entry  scheduled  international  markets.   The  need  for  larger  carriers 
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to  call  on  the  wet-lease  services  of  these  operators  has  largely  evaporated. 
Large  year-to-year  increases  in  traffic  have  waned,  and  the  current  over- 
supply  of  aircraft  has  dramatically  reduced  the  need  of  the  majors  for  the 
help  they  occasionally  sought  from  others.    Finally,  the  downsizing  of  the 
armed  forces  has  meant  a  reduction  in  the  peacetime  airlift  requirements  of 
the  U.S.  military,  a  need  met  in  large  measure  by  these  smaller  operators. 

World  itself  is  a  carrier  in  transition.    Like  many  larger  carriers. 
World  is  replacing  its  older-generation  equipment  with  technologically 
advanced,  fiiel-efficient  aircraft.   With  the  introduction  of  its  new  MD-11 
passenger  and  freighter  aircraft.  World  has  a  fleet  with  an  average  age  that 
is  among  the  lowest  in  the  world.   Its  new  aircraft  provide  World  with 
expanded  range,  expanded  seating  and  expanded  cargo  capability.    On  the 
other  hand.  World  has  experienced  a  decline  in  some  of  the  traditional 
markets  for  its  services,  as  evidenced  by  recent  experience  of  lower 
utilization. 
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In  order  to  maximize  the  potential  of  its  new  fleet,  and  respond  to 
changes  in  the  marketplace,  World  has  refined  its  business  strategy. 
While  World  will  continue  to  operate  those  services  that  have  contributed 
in  the  past  to  its  earnings  structure,  it  also  plans  to  resume  limited, 
carefully  selected  scheduled  service  operations  after  an  eight-year  hiatus. 
The  year-round  flying  associated  with  expanded  operations  will  boost 
World's  utilization  and  significantly  add  to  its  revenues. 

In  order  for  World's  strategy  to  succeed,  it  must  have  the  same 
opportunity  as  larger  carriers  to  compete  in  scheduled  international 
markets.    This  requires  that  the  Administration  pursue  expanded 
international  opportunities  for  U.S.  carriers.   Too  many  of  the  most 
important  international  markets  are  governed  by  bilateral  agreements  that 
limit  entry,  and  consequently,  limit  opportunities.   Time  and  again.  World 
has  been  approached  by  customers  with  overseas  requirements,  only  to  be 
frustrated  in  its  efforts  to  meet  those  requirements  by  restrictive  bilateral 
regimes.    Expanding  the  rights  of  U.S.  carriers  to  operate  in  international 
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markets  would  materially  assist  World,  which  has  not  succeeded  to  any  of 
the  rights  formerly  held  by  Pan  Am  or  Eastern  and  has  not  been  favored 
in  the  allocation  of  new  international  route  authority.   More  liberal 
bilateral  regimes  would  remove  the  barriers  to  entry  that  presently  restrict 
the  international  operations  of  smaller  carriers. 

An  important  element  of  any  effort  to  secure  expanded  opportunities 
for  U.S.  carriers  is  an  aggressive  pursuit  of  liberal  charter  rights.   Too 
often,  charter  rights  have  been  the  half-forgotten  stepchild  of  international 
aviation  negotiations,  always  on  the  agenda  but  never  the  first  item  of 
business.    One  change  that  would  distinguish  the  international  aviation 
policies  of  this  Administration  from  its  predecessors,  would  be  a  change  in 
negotiating  priorities  that  placed  expanded  opportunities  for  charter 
operators  on  par  with  greater  traffic  rights  for  scheduled  carriers. 

Smaller  carriers  ~  operating  on  a  scheduled  or  charter  basis  —  could 
be  the  same  spur  to  competition  among  international  operators  that 
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Southwest,  Reno  Air  and  Valujet  have  been  in  the  domestic  airline 
industry.    The  low  fares  offered  by  these  carriers  have  revolutionized  the 
domestic  markets  in  which  they  operate;  as  dramatically  as  fares  have 
gone  down,  traffic  has  gone  up,  making  flyers  out  of  people  who  have 
never  stepped  on  an  aircraft  before.   International  air  transportation  can 
undergo  the  same  competitive  transformation,  but  don't  expect  the  mega- 
carriers  to  initiate  the  process.    Smaller  carriers,  unburdened  by  expensive 
and  elaborate  international  hub-and-spoke  route  systems,  can  be  the  spark 
for  similar  change  in  international  aviation,  but  only  if  they  have  the  traffic 
rights  to  operate  in  the  first  place. 

An  example  of  the  need  for  the  United  States  to  expand  the 
scheduled  service  rights  of  U.S.  carriers  is  South  Africa.    Since  the  lifting 
of  the  trade  embargo,  air  services  between  the  United  States  and  South 
Africa  have  been  provided  exclusively  by  South  African  Airways. 
Although  normalizing  and  expanding  relations  with  South  Africa  is  an 
important  objective  of  the  Administration,  to  date  no  U.S.  carrier  has 
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initiated  service.    Although  one  U.S.  carrier  has  proposed  service  and 
been  awarded  temporary  rights,  World's  application  to  offer  competitive 
services  has  not  been  acted  upon  by  the  DOT,  notwithstanding  World's 
detailed  business  plan  for  successful  service  and  World's  readiness, 
willingness  and  immediate  ability  to  begin  the  service.   The  U.S.  policy  to 
maximize  competition  in  international  markets  is  consistent  with  efforts, 
yet  unseen,  by  our  authorities  to  insure  the  timely  start-up  of  U.S.  carrier 
services  in  this  potentially  important  and  dynamic  market. 

Expanding  the  rights  of  U.S.  carriers  doesn't  always  mean 
negotiating  a  new  agreement;  it  sometimes  requires  only  that  the  U.S.  take 
an  aggressive  stance  with  respect  to  agreements  it  has  already  signed. 
World  is  presently  engaged  in  a  dispute  with  Israel  over  World's  plans  to 
commence  schedule  passenger  services  there  beginning  in  late  June. 
World  requested  and  has  received  a  designation  from  the  United  States  to 
operate  scheduled  passenger  service  to  Israel.   When  World  sought  the 
necessary  landing  permit  from  Israel  for  traffic  rights  that  World  is  clearly 
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entitled  to  under  the  bilateral,  the  Israeli  government  refused  to  act. 
Although  World  attempted  to  resolve  this  matter  by  meeting  directly  with 
the  Israeli  Civil  Aviation  Authority  and  through  normal  diplomatic 
channels,  the  Israeli  government  has  been  intransigent.    Last  week,  with 
the  startup  date  for  its  scheduled  service  to  Israel  rapidly  approaching 
World  was  compelled  to  file  a  complaint  against  Israel  and  El  Al  under  the 
International  Air  Transportation  Fare  Competitive  Practices  Act.   This 
matter  is  now  pending  before  the  Department  of  Transportation  and  World 
is  hopeful  that  the  matter  will  be  resolved  in  a  manner  acceptable  to  all 
sides.    However,  Israel's  refusal  to  approve  World's  application  is  a  clear 
example  of  why  smaller  carriers  need  firm  action  by  the  Administration  in 
the  enforcement  of  aviation  bilateral  agreements. 

World  has  encountered  problems  getting  other  foreign  governments 
to  honor  their  bilateral  commitments  as  well.   The  United  States  has  an 
agreement  with  the  Netherlands  that  is  supposedly  among  the  most  liberal 
in  the  world.   That  agreement  came  at  a  very  high  price  for  U.S.  carriers; 
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while  the  Dutch  received  access  to  all  of  the  United  States,  the  rights 
which  U.S.  carriers  received  to  serve  the  Netherlands  were  of  little 
practical  significance.   The  Netherlands  is  simply  too  small  of  an  aviation 
market  to  offer  reciprocal  benefits  for  U.S.  carriers. 

If  the  bilateral  with  the  Netherlands  has  any  value  for  U.S.  carriers 
at  all,  it  lies  in  the  ability  to  operate  third-country  services.    Given  the 
overwhelming  benefits  of  this  agreement  for  KLM  and  Martinair,  one 
would  have  thought  that  the  Dutch  authorities  would  have  taken  a  liberal 
approach  in  their  consideration  of  U.S.  carrier  requests  involving  third- 
country  services.   I  am  sad  to  report  that  this  has  not  been  World's 
experience.    Only  two  weeks  ago  I  met  with  representatives  of  the  Dutch 
Civil  Aviation  Authority  to  discuss  an  operation  which  would  involve 
cargo  operations  between  the  Netherlands  and  a  third  country.    Although 
for  reasons  of  commercial  sensitivity  I  cannot  describe  World's  plans  in 
detail,  the  operation  would  require  traffic  rights  similar  to  those  which 
Dutch  carriers  have  enjoyed  in  their  operations  to  and  from  the  U.S. 


-9- 


174 

Moreover,  the  rights  involved  are  ones  which  the  Netherlands  is  obligated 
to  consider  favorably  under  its  open  skies  agreement  with  the  U.S.   The 
response  World  received  from  the  Hague  was  less  than  encouraging.    The 
Dutch  authorities  have  indicated  on  a  preliminary  basis  that  if  World 
applied  for  such  rights  they  would  not  be  inclined  to  improve  them.    If  this 
is  what  "open  skies"  means,  it  is  clearly  a  concept  that  needs  some 
refinement. 

The  trouble  World  is  experiencing  with  the  Dutch  highlights  the 
importance  to  smaller  carriers  of  international  cargo  rights  that  are  as 
broad  as  possible.    Although  the  introduction  of  larger  passenger  aircraft 
by  the  mega-carriers  has  significantly  increased  the  amount  of  belly 
capacity  for  hauling  cargo,  smaller  carriers  such  as  World,  Evergreen, 
Atlas  Air  and  Polar  Air  operate  a  significant  number  of  the  cargo 
freighters  that  are  flying  under  the  U.S.  flag.   These  carriers  see 
tremendous  opportunities  in  combining  their  operations  to  and  from  the 
U.S.  with  third  country  services,  especially  in  those  regions  of  the  world 
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such  as  Asia  and  South  America,  where  the  air  cargo  market  is 
experiencing  the  most  rapid  growth.    Participating  in  these  markets  on  an 
unrestricted  and  nondiscriminatory  basis  requires  a  completely  new 
approach  to  all-cargo  traffic  rights.   This  is  a  particularly  opportune  time 
for  progress  on  the  all-cargo  front.   While  negotiations  over  scheduled 
combination  services  have  become  increasingly  rancorous,  and  in  some 
instances,  have  led  to  the  renunciation  of  bilateral  agreements,  there 
appears  to  be  a  growing  consensus  that  the  all-cargo  market  is  ripe  for 
global  deregulation.    World  applauds  the  Administration  for  its  willingness 
to  pursue  discussions  in  this  area  with  other  nations  and  urges  that 
expanded  traffic  rights  for  all-cargo  operators  be  given  an  even  higher 
negotiating  priority.    It  is  time  for  all-cargo  issues  to  be  placed  on  the 
front  burner,  with  particular  emphasis  on  a  multilateral  agreement  leading 
to  a  true  open  skies  all-cargo  regime. 
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World  and  the  other  carriers  like  it  are  not  appearing  before  you 
today  asking  for  special  breaks  or  preferential  treatment.   They  are  simply 
seeking  their  fair  share  of  attention.    With  the  hue  and  cry  raised  over 
access  in  one  foreign  market  or  another  for  this  mega-carrier  or  that,  the 
needs  of  smaller  international  carriers  are  often  pushed  into  the 
background.   The  last  thing  these  carriers  need  is  neglect.   What  is 
required  is  an  international  aviation  policy  premised  on  the  aggressive 
pursuit  of  expanded  opportunities  for  aU  U.S.  carriers.    With  more 
opportunities  to  participate  in  overseas  markets,  smaller  U.S.  operators 
can  become  a  significant  source  of  competition  in  international  aviation, 
with  substantial  benefits  for  the  traveling  public. 

This  concludes  my  prepared  remarks.   I  would  be  glad  to  answer 
any  questions. 
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Mr.  Chairman  and  Members  of  the  Subconmittee: 

We  appreciate  the  opportunity  to  testify  on  the  Department  of 
Transportation's  (DOT)  international  aviation  policymaking.   At  the 
request  of  this  Subcommittee  and  the  Senate  Subcommittee  on 
Aviation,  we  have  previously  reported  on  the  competitive 
implications  of  foreign  investment  in  U.S.  airlines  and 
liberalization  efforts  in  the  European  Union.   We  are  also 
currently  examining  the  impacts  of  (1)  operating  and  marketing 
obstacles  that  U.S.  airlines  encounter  at  airports  in  Europe  and 
Asia  and  (2)  marketing  alliances  between  U.S.  and  foreign  airlines. 
Our  testimony  will  focus  on  the  results  of  this  work  and  identify 
opportunities  that  we  believe  are  available  to  DOT  to  strengthen 
the  competitive  position  of  U.S  airlines  in  international  markets. 

Our  main  points  are  as  follows: 

--  Over  the  last  decade,  the  desire  of  U.S.  airlines  to 
compete  internationally  has  increased  and  the 
characteristics  of  the  U.S.  competitors  have  changed.   The 
largest  U.S.  airlines--American,  Delta,  and  United--joined 
Northwest  as  major  players  in  foreign  markets  in  place  of 
the  failed  (Braniff,  Eastern,  Pan  Am)  or  financially  ailing 
(TWA)  inciimbents.   These  carriers  have  well  developed 
domestic  hub-and-spoke  networks  with  which  to  feed 
international  routes,  but  their  success  in  gaining  greater 
access  to  international  routes  has  been  limited.   The 
essential  problem  is  that,  unlike  the  U.S.  domestic  market, 
international  aviation  remains  heavily  regulated.   For 
travel  between  the  United  States  and  foreign  countries, 
fares,  routes  served,  and  service  frequency  are  set  by  72 
inter-government  agreements,  called  bilaterals.   Two 
additional  factors  greatly  complicate  the  situation:   (1) 
foreign  nations,  whose  markets  are  usually  dominated  by  one 
national  carrier,  are  concerned  that  the  more  efficient 
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U.S.  airlines  will  overtake  their  markets  if  allowed  to 
compete  freely,  and  (2)  the  multiple  U.S.  airlines  that 
serve  international  markets  often  have  competing  interests. 
It  is  within  this  framework  that  DOT  must  seek  increased 
international  opportunities  for  U.S.  airlines. 

For  their  part,  many  foreign  governments  have  sought  to 
gain  greater  access  to  U.S.  markets  for  their  airlines. 
Several,  such  as  the  United  Kingdom,  have  attempted  to  do 
so  while  maintaining  extensive  restrictions  on  U.S. 
airlines'  access  to  and  beyond  their  markets.   Others,  such 
as  Thailand  and  France,  have  sought  to  further  restrict 
access  to  their  markets.   In  addition,  U.S.  airlines 
encounter  problems  conducting  their  business  overseas. 
These  problems  include  inconvenient  landing  or  takeoff 
times  or  requirements  to  use  a  monopoly  baggage  or  cargo 
handler.   Foreign  airlines  do  not  face  similar  restrictions 
when  operating  in  the  United  States.   Foreign  airline 
efforts  to  gain  access  to  U.S.  markets  have  included  direct 
investment  in  U.S.  airlines  and,  increasingly,  alliances 
with  U.S.  airlines  that  permit  a  foreign  carrier  to  market 
flights  by  a  U.S.  airline  within  the  United  States  as  their 
own.   Such  "code-sharing"  arrangements  are  also  attractive 
to  U.S.  airlines  because  they  allow  them  access  to  foreign 
markets  that  they  do  not  serve  directly. 

DOT'S  policy  goal  in  negotiating  with  major  aviation 
trading  partners  has  been  to  achieve  a  deregulated 
environment,  referred  to  as  "open  skies",  in  which  airlines 
can  fly  between  countries  when  they  want,  where  they  want, 
and  set  fares  accordingly.   Given  the  concerns  of  other 
countries  that  U.S.  airlines  will  overtake  their  national 
carrier's  markets,  this  goal  generally  has  not  been 
achieved  and  is  not  likely  to  become  reality  in  the 
foreseeable  future.   In  practice,  recent  DOT  policy 
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decisions  have  been  driven  by  the  need  to  resolve  crises 
facing  financially  weak  U.S.  airlines.   In  1991,  for 
example,  DOT  gave  British  carriers  extensive  access  to  the 
United  States  through  code-sharing  in  exchange  for 
substituting  United  and  American  for  Pan  Am  and  TWA  as  the 
two  U.S.  carriers  allowed  to  serve  London's  Heathrow 
Airport.   In  concluding  this  agreement  and  approving  the 
subsequent  USAir-British  Airways  code-share,  DOT  conducted 
little  analysis  to  determine  (1)  the  potential  long-term 
benefits  to  British  Airways,  (2)  the  competitive 
implications  for  other  U.S.  carriers,  and  (3)  whether  the 
United  Kingdom- -having  greatly  increased  its  largest 
carrier's  access  to  the  U.S.  market--has  any  incentive  to 
expand  opportunities  for  U.S.  carriers  to  and  beyond 
Heathrow. 

While  such  code-sharing  arrangements  as  USAir-British 
Airways  and  Northwest-KLM  have  clear  benefits  for  the  U.S. 
carriers  involved,  the  growing  prominence  of  code-sharing 
in  bilateral  negotiations  requires  that  DOT  fully  assess 
the  impacts  of  such  arrangements  to  determine,  among  other 
things,  their  value  to  foreign  carriers.   DOT'S  efforts  to 
do  this  are  handicapped  by  limitations  in  the  traffic  data 
it  currently  collects.   Moreover,  until  such  time  as  "open 
skies"  becomes  feasible,  through  multilateral  agreements  or 
otherwise,  a  strategic  approach  will  be  needed  that  draws 
more  heavily  on  the  leverage  the  United  States  can  bring  to 
bear--access  to  the  world's  largest  aviation  market.   The 
proliferation  of  code-sharing  arrangements  is  in  part  an 
effort  to  secure  indirectly  what  airlines  are  having 
difficulty  getting  directly--greater  access  to 
international  gateways  and  other  destinations  that  are 
linked  with  those  gateways.   Lessons  learned  from  dealing 
with  the  airline  industry  in  the  domestic  market--including 
the  way  DOT  reviewed  and  approved  airline  mergers- -serve  to 


181 


underscore  two  points  that  are  relevant  to  international 
aviation.   First,  it  is  important  that  long  term  impacts  be 
fully  analyzed  before  making  policy  decisions.   Second, 
bilateral  accords  and  alliances,  like  the  domestic  barriers 
to  competition,  are  extremely  difficult  to  undo  once  they 
are  in  place. 

We  recognize  that  developing  a  more  strategic  approach  is  not 
easy.   Individual  crises  arise  that  require  immediate  attention  by 
DOT.   However,  by  strengthening  the  level  of  its  analyses,  DOT  can 
better  position  itself  to  utilize  the  leverage  at  its  disposal  and 
meet  the  challenges  posed  by  such  issues  as  code-sharing  before 
crises  arise.   DOT'S  announced  intention  to  develop  a  new 
international  aviation  policy  provides  it  with  a  good  opportunity 
to  craft  such  a  strategy.   We  would  now  like  to  discuss  these 
points  in  more  detail. 

INTERNATIONAL  TRAFFIC  HAS  BECOME 
INCREASINGLY  IMPORTANT  TO  U.S.  AIRLINES 

Since  1980,  international  operations  have  become  more 
important  to  U.S.  airlines.   Between  1980  and  1993,  the 
international  share  of  revenue  passenger  miles  (RPM)  for  the  U.S. 
scheduled  carriers  grew  from  21.1  percent  to  27.7  percent.   This 
trend  is  expected  to  continue.   The  Federal  Aviation  Administration 
estimates  that  by  the  year  2005,  the  international  share  of  the 
U.S.  carriers'  RPMs  will  be  almost  35  percent.  (Figure  1) 
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Figure  1:   Trend  in  the  International  Share  of  U.S.  Airlines' 
Revenue  Passenger  Miles.  1980-2005  (in  percent) 


Source ; 


Federal  Aviation  Administration. 


INTERNATIONAL  AVIATION  MARKET  HAS  BECOME 
MORE  DYNAMIC  BUT  REMAINS  HEAVILY  REGULATED 


Over  the  last  decade,  international  aviation  market  conditions 
have  changed.   Stronger,  more  efficient  U.S.  airlines  have  replaced 
the  failed  or  financially- ailing  incumbents--Branif f ,  Eastern,  Pan 
Am  and  TWA.   The  newcomers  actively  sought  access  to  the  growing 
international  market.   Foreign  airlines,  on  the  other  hand,  sought 
to  increase  their  access  to  the  U.S.   However,  despite  its 
increasingly  dynamic  nature,  international  aviation  remains  heavily 
regulated.   In  addition  to  having  their  access  to  foreign  markets 
greatly  limited,  U.S.  airlines  also  continue  to  face  a  variety  of 
operating  and  marketing  restrictions  at  a  number  of  major 
international  airports  in  Asia  and  Europe. 
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Entry  ot  Stronger,  More  Efficient  U.S.  Airlines 
Has  Changed  International  Market  Conditions 

The  emergence  of  the  largest  U.S.  airlines  as  major 
participants  in  international  markets  has  changed  the  nature  of 
international  aviation  competition.   By  1992,  the  financially 
ailing  incurnbent  U.S.  international  airlines  had  been  largely 
replaced  by  stronger  domestic  airlines--American,  Delta,  and 
United--on  major  routes  to  Europe  and  Latin  America.   In  addition, 
United  joined  Northwest  as  a  major  competitor  on  routes  to  the  Far 
East.   The  newcomers,  with  well-developed  domestic  hub-and-spoke 
networks,  could  feed  traffic  from  interior,  non-gateway  U.S.  cities 
to  their  newly  acquired  international  routes.   Moreover,  these 
airlines  were  generally  more  productive  and  had  lower  operating 
costs  than  many  of  their  foreign  competitors  and  had  greater 
financial  resources  than  the  U.S.  airlines  they  replaced.   In 
addition,  they  introduced  into  international  markets  the  innovative 
operating  and  marketing  practices,  such  as  yield  management 
systems,  that  they  had  developed  to  compete  in  the  deregulated  U.S. 
market.   As  a  result,  these  airlines  became  formidable 
international  competitors. 

For  their  part,  foreign  airlines  sought  to  increase  their 
access  to  the  U.S.  market.   Three  foreign  airlines,  for  example, 
made  direct  investments  in  U.S.  airlines:   SAS  purchased  equity  in 
Continental  (1988),  KLM  invested  in  Northwest  (1989),  and  British 
Airways  invested  in  USAir  (1993).   More  recently,  many  foreign 
carriers  have  entered  into  alliances  with  U.S.  airlines  that  allow 
them  access  to  U.S.  domestic  traffic  by  marketing  flights  provided 
by  a  U.S.  airline  within  the  United  States  as  their  own.   Under 
such  a  code-sharing  arrangement,  a  U.S.  and  foreign  airline  use 
each  other's  two-letter  designator  code  (e.g.,  "BA"  for  British 
Airways)  to  list  flights  in  computer  reservation  systems.   Under 
British  Airways'  code-sharing  arrangement  with  USAir,  for  example, 
a  USAir  Cleveland-Philadelphia  flight  connecting  to  a  British 
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Airways  Philadelphia-London  flight  is  shovm  on  CRS  displays  as  a 
"BA"  online  connection,  with  an  asterisk  indicating  that  the 
Cleveland-Philadelphia  segment  is  a  code-share.   Such  code-sharing 
is  valuable  because  it  allows  (1)  foreign  airlines  to  connect  U.S. 
passengers  traveling  from  non-gateway  U.S.  cities  to  its 
international  network  and  (2)  U.S.  airlines  to  serve  foreign 
markets  indirectly  that  they  do  not  serve  directly. 

Despite  Changing  Market  Conditions, 
International  Aviation  Remains  Heavily  Regulated 

In  contrast  to  the  U.S.  domestic  market,  in  international 
markets  fares,  routes,  the  number  of  competitors,  the  number  of 
seats,  and  the  frequency  of  flights  are  set  by  bilateral  agreements 
between  governments,  covering  service  between  the  United  States  and 
107  countries.   (App.  I  lists  typical  provisions  contained  in 
bilateral  agreements.)   Although  some  countries,  such  as  the 
Netherlands,  have  reached  agreements  with  the  United  States  that 
remove  such  restrictions,  the  rigid,  regulated  regime  that  governs 
the  international  marketplace  has  generally  remained. 

Emergence  of  More  Efficient  U.S.  Airlines  Has  Caused  Foreign 
Countries  to  Maintain  or  Attempt  to  Increase  Access  Restrictions 

Despite  continuing  restrictions,  the  U.S.  market  share  of 
traffic  between  the  U.S.  and  other  countries  has  increased.   In  the 
transatlantic  market,  the  U.S.  share  increased  from  42  percent  in 
1980  to  47  percent  in  the  first  half  of  1993.   In  the  Far  East 
market,  the  U.S.  share  has  increased  from  41  percent  in  1980  to  53 
percent  in  the  first  half  of  1993.   In  the  South  American  market, 
the  U.S.  share  increased  from  45  percent  to  50  percent  during  that 
period.   These  increases  reflect  in  part  the  substitution  of 
stronger,  more  efficient  U.S.  competitors  in  those  market.   In 
response  to  this  growth,  some  countries,  such  as  the  United 
Kingdom,  have  maintained  extensive  restrictions  on  U.S.  airlines' 
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access  to  and  beyond  their  markets.   Others  have  renounced  their 
bilateral  agreements  with  the  United  States  in  an  attempt  to 
restrict  U.S.  airlines'  access  to  their  traffic.   For  example,  in 
1989,  Thailand  renounced  its  bilateral  agreement  with  United 
States.   Likewise,  in  May  1992,  the  French  government  renounced  its 
bilateral  with  the  United  States  because  of  the  U.S.  share  of 
traffic  between  the  United  States  and  France  had  risen  from  49 
percent  in  1980  to  70  percent  in  1992. 

Over  the  last  decade,  DOT,  in  conjunction  with  the  U.S. 
Department  of  State--based  on  the  success  of  domestic  deregulation 
in  lowering  air  fares  and  expanding  service--sought  to  negotiate 
bilateral  agreements  that  would  increase  competition  in 
international  markets.   DOT'S  goals  included  securing  agreements 
that  would  (1)  designate  several  airlines  to  serve  the  same  route 
or  routes,  (2)  increase  airlines'  freedom  to  set  fares  and 
capacity,  and  (3)  eliminate  discrimination  and  unfair  competitive 
practices  faced  by  U.S.  airlines  abroad.   Ultimately,  the  agency 
sought  to  achieve  a  deregulated  international  environment,  commonly 
referred  to  as  open  skies. 

Because  of  foreign  opposition  to  extending  deregulation,  these 
attempts  to  negotiate  liberal  bilateral  aviation  agreements  have 
produced  mixed  results.   For  example,  DOT  concluded  bilateral 
agreements  with  several  countries,  including  Belgium,  Germany, 
Jamaica,  the  Netherlands,  and  Singapore  that  reduced  restrictions 
on  U.S.  airlines.   However,  only  the  agreement  with  Germany 
involved  a  major  aviation  trading  partner.   Moreover,  the  liberal 
U.S. -Germany  agreement  has  since  been  supplanted  by  a  temporary 
accord  that  limits  growth  opportunities  for  U.S.  airlines.   Other 
major  aviation  trading  partners,  such  as  the  United  Kingdom,  have 
refused  to  liberalize  their  agreements  with  the  United  States,  and 
others,  such  as  Japan,  have  declined  to  further  liberalize  their 
agreements . 
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In  1987  the  European  Union  (EU)  moved  gradually  to  liberalize 
aviation  regulations  and  create  a  single  EU  air  travel  market.-   In 
1993,  the  EU  implemented  the  third  and  final  phase  of  measures 
aimed  at  reducing  the  power  of  individual  member  countries  to 
intervene  in  airline  pricing,  market  access,  and  the  amount  and 
frequency  of  service  offered  by  European  carriers  on  routes  within 
the  Union.   As  we  reported,  however,  individual  EU  countries  are 
not  prepared  to  cede  control  of  their  international  aviation 
policies  to  the  EU.   As  a  result,  the  United  States  will  continue 
to  negotiate  with  the  individual  EU  countries  for  the  foreseeable 
future. 

U.S.  Airlines  Continue  to  Face  Operational  and 
Marketing  Restrictions  in  Overseas  Markets 

In  addition  to  the  extensive  regulation  of  international 
operations,  U.S.  airlines  have  also  experienced  a  variety  of 
"doing-business"  problems  at  a  number  of  international  airports  in 
the  Far  East  and  Europe.^  Although  these  problems  do  not  affect 
only  U.S.  airlines,  foreign  airlines  generally  do  not  face  the  same 
restrictions  when  operating  in  the  United  States.   These  problems 
reduce  U.S.  airline  cortpetitiveness,  efficiency,  and  profitability 
in  foreign  markets.   They  include  (1)  inadequate  access  to 
competitive  landing  and  take-off  slots  at  foreign  airports,  (2) 
inadequate  or  inefficient  passenger  and  cargo  terminal  facilities, 
(3)  operating  restrictions  and  high  airport  fees,  and  (4)  cargo 
processing  delays. 

Some  U.S.  airlines  complain  that  even  though  they  have  the 
right  under  bilateral  agreements  to  serve  Frankfurt's  Rhein-Main, 


'International  Aviation:   Measures  bv  European  Community  Could 
Limit  U.S.  Airlines'  Ability  to  Compete  Abroad  (GAO/RCED-93-64, 
Apr.  26,  1993).   The  EU  was  formerly  the  European  Community. 

^At  the  request  of  this  Subcommittee,  we  are  currently  examining 
these  problems  and  their  competitive  impacts. 
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London's  Heathrow,  and  Tokyo's  Narita  airports,  they  are  unable  to 
secure  sufficient  take-off  and  landing  slots,  or  are  unable  to 
obtain  slots  at  commercially  competitive  times.   In  addition,  they 
are  required  to  use  inadequate  facilities  such  as  overcrowded  or 
old  passenger  terminals,  insufficient  passenger  check-in  counters, 
and  limited  cargo  warehouse  space.   For  example,  at  Tokyo's  Narita 
Airport,  U.S.  airlines  and  other  foreign  airlines  occupy  half  of  an 
old,  overcrowded  terminal  as  it  undergoes  renovation,  while  Japan's 
national  airlines  occupy  a  spacious  new  terminal.   Adequate, 
convenient  terminal  space,  according  to  U.S.  and  foreign  airline 
representatives,  is  an  important  factor  in  attracting  the  business 
traveler,  who  generally  flies  more  frequently  and  pays  higher 
fares,  and  thus  is  a  more  profitable  passenger  than  the  leisure 
traveler. 

Operating  restrictions  include  limits  on  the  ability  of  U.S. 
airlines  to  provide  certain  passenger  and  cargo  services,  such  as 
using  their  own  personnel  to  address  the  needs  of  passengers  or 
handle  baggage,  that  they  customarily  perform  at  U.S.  airports. 
For  example,  the  Frankfurt-Rhein-Main,  Madrid-Barajas,  Milan- 
Malpensa,  Rome-Fiumicino,  Paris-Charles  de  Gaulle,  and  Paris-Orly 
airports  prohibit  U.S.  and  other  airlines  from  baggage  handling  for 
themselves.   Instead,  only  one  or  two  entities,  either  the  airport 
authority  or  the  national  airline,  are  allowed  to  provide  handling 
services.   As  a  result,  U.S.  airlines  often  pay  much  higher  prices 
for  these  services.   Similarly,  cargo  problems  include  delays  in  or 
high  costs  for  freight  forwarding  and  customs  processing.   For 
example,  at  Narita  Airport,  U.S.  airlines  must  pay  the  Japanese 
customs  bureau  about  $1,000  an  hour  for  overtime  work,  while  U.S. 
customs  offices  at  international  airports  provide  round-the-clock 
service  at  no  extra  cost.   Other  cargo  problems  include 
difficulties  in  obtaining  brokerage  licenses  or  delivering  cargo  to 
customers.   For  example,  the  Republic  of  Korea's  regulations 
prohibit  foreign  companies  from  operating  trucking  companies  there, 
forcing  U.S.  airlines  to  hire  less  efficient  Korean  trucking 
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companies,  raising  operating  costs  and  causing  a  loss  of  custody 
over  express  packages. 

DESPITE  SEVERAL  CONSTRAINTS.  DOT  HAS  SUBSTANTIAL  LEVERAGE 
TO  STRENGTHEN  U.S.  AIRLINES'  POSITION  IN  FOREIGN  MARKETS 

In  attempting  to  increase  the  opportunities  for  U.S.  airlines 
in  international  markets  and  reduce  the  many  doing-business 
problems  they  encounter,  DOT,  in  conjunction  with  the  State 
Department,  faces  a  difficult  challenge.   DOT  must  negotiate 
increased  freedoms  for  U.S.  airlines  in  a  highly  regulated 
international  environment  while  balancing  the  competing  interests 
of  the  multiple  U.S.  airlines  that  serve  international  markets. 

This  challenge  is  heightened  by  the  fact  that  foreign 
governments  are  often  averse  to  competition  by  the  more  efficient 
U.S.  airlines.   France,  for  example,  renounced  its  bilateral 
agreement  with  the  United  States  in  1992  largely  because  Air 
France's  share  of  the  U.S-France  market  was  in  steep  decline  vis-a- 
vis the  U.S.  airlines.   Finally,  in  negotiating  with  foreign 
governments,  DOT  must  balance  the  often  competing  interests  of 
multiple  U.S.  airlines  that  serve  foreign  markets.   In  negotiating 
with  the  United  Kingdom  in  an  attempt  to  obtain  increased  access 
for  U.S.  airlines,  for  example,  DOT  must  balance  the  desire  of  such 
airlines  as  Delta  to  obtain  access  to  Heathrow  Airport--the  world's 
largest  international  airport--against  the  desire  of  American  and 
United,  which  already  serve  Heathrow,  to  obtain  valuable  rights  to 
serve  European  destinations  from  Heathrow  {commonly  referred  to  as 
"beyond  rights") . 

Despite  these  constraints,  DOT  has  substantial  leverage  at  its 
disposal  to  induce  foreign  governments  to  open  their  markets.   U.S. 
leverage  is  rooted  in  the  desire  of  foreign  carriers  to  obtain 
greater  access  to  the  U.S.  market,  which  accounts  for  40  percent  of 
the  world's  aviation  traffic.   Although  many  foreign  airlines  serve 
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U.S.  gateways,  they  recognize  that  they  could  greatly  increase 
their  revenues  if  they  were  able  to  connect  U.S.  passengers 
travelling  from  non-gateway  cities  to  their  international  routes. 
In  addition,  enhanced  access  to  the  U.S.  market  for  foreign 
airlines  means  the  right  to  serve  additional  U.S.  gateways, 
coterminalize  gateways^,  and  carry  traffic  between  non-U. S.  points 
immediate  to  or  beyond  U.S.  gateways. 

DOT'S  ABILITY  TO  DEPLOY  LEVERAGE  HAS  BEEN  LIMITED  BY 
THE  NEED  TO  RESOLVE  CRISES  AND  BY  INSUFFICIENT  ANALYSIS 

Over  the  last  decade,  DOT  has  pursued  an  international 
aviation  policy  that  attempts  to  maximize  the  benefits  for  U.S. 
consumers  through  creating  a  more  competitive  international  air 
travel  market.   Key  components  of  DOT'S  recent  policymaking, 
however,  have  been  strongly  influenced  by  the  need  to  resolve 
crises  facing  financially  weaker  airlines--such  as  those  facing  Pan 
Am  in  1991,  Northwest  in  1992,  and  USAir  in  1993.   This 
reactiveness  has  raised  questions  about  how  effectively  DOT 
utilizes  its  substantial  leverage.   DOT'S  ability  to  deploy  this 
leverage,  as  well  as  assess  the  long-term  competitive  impacts  of 
its  actions,  are  handicapped  by  limitations  in  the  traffic  data  the 
agency  currently  collects. 

DOT'S  Level  of  Analysis  Prior  to  Approving 

Code-Sharing  Arrangements  Can  Be  Strengthened 

In  approving  code-sharing  arrangements  between  U.S.  and 
foreign  airlines,  DOT  conducts  little  analysis  of  long  term 


'Coterminalization  is  the  right  of  an  airline  to  serve  two  or 
more  points  in  a  foreign  country  on  the  same  flight,  provided 
these  points  are  contained  in  the  same  route  (e.g.,  Alitalia  is 
permitted  to  serve  both  Boston  and  New  York  on  a  flight  from 
Rome) . 
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competitive  impacts.''   Between  1987  and  February  1993,  DOT  approved 
39  international  code-sharing  arrangements,  but  since  February  1993 
the  total  number  of  such  arrangements  approved  by  DOT  has  more  than 
doubled  to  89.  (See  fig.  2).   According  to  DOT  officials,  the 
agency  has  rejected  only  one  code-sharing  application  since  1987. 

Figure  2:   Growth  in  the  Total  Number  of  Code-Sharing  Arrangements 
Between  U.S.  and  Foreign  Airlines  Approved  bv  DOT,  Feb.  19  93  to 
Feb.  1994 
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The  nature  of  these  code-sharing  arrangements  has  also 
changed.   Originally,  these  agreements  linked  a  U.S.  and  foreign 
carrier  in  a  specific  city-pair  market.   Although  these  limited 


*At  the  request  of  the  Chairman,  Subcommittee  on  Aviation,  Senate 
Committee  on  Commerce,  Science,  and  Transportation,  we  are 
currently  examining  the  competitive  impacts  of  these  arrangements 
and  DOT'S  policymaking  in  this  area. 
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arrangements  are  still  prevalent,  several  carriers  have  entered 
into  more  "strategic"  alliances,  whereby  a  U.S.  and  foreign  carrier 
code-share  in  a  large  number  of  markets.   Such  strategic  alliances 
often  grant  foreign  airlines  extensive  access  to  the  U.S.  market. 
Examples  of  such  alliances  include  those  between  United  and 
Lufthansa,  Northwest  and  KLM,  and  USAir  and  British  Airways. 

Despite  the  growing  importance  of  code-sharing,  DOT'S  practice 
has  been  to  approve  these  agreements  while  conducting  little 
analysis  to  determine  the  benefits  being  granted  to  foreign 
carriers  or  the  long  term  impacts  on  (1)  other  U.S.  airlines-- 
particularly  those  that  have  been  unable  to  obtain  direct  access  to 
the  foreign  market  involved--and  (2)  the  incentives  left  for 
foreign  countries  to  increase  access  to  their  market.   DOT'S 
ability  to  assess  code-sharing' s  effect  on  traffic  movements  within 
the  United  States  and  between  the  United  States  and  other  countries 
is  hindered  by  limitations  in  the  traffic  data  it  collects.   First, 
DOT'S  data  do  not  indicate  which  flights  involve  code-sharing. 
Second,  the  data  do  not  always  denote  which  code-share  partner  is 
actually  operating  a  flight.   For  example,  DOT'S  traffic  data  may 
show  a  passenger  travelling  from  Chicago  to  Geneva  via  New  York  as 
travelling  on  Delta  throughout  even  though  Swissair  transported  the 
passenger  from  New  York  to  Geneva.   DOT  officials  responsible  for 
collecting  this  data  told  us  that  for  code-share  flights,  some 
carriers  identify  the  operating  carrier  while  others  do  not. 

Third,  because  DOT'S  data  only  provide  information  on  trips 
that  at  some  point  involve  a  U.S.  carrier,  the  data  do  not  provide 
information  on  foreign  carrier  code-share  traffic  if  a  U.S.  carrier 
is  not  involved.   For  example,  DOT  does  not  collect  traffic  data  on 
flights  originating  in  Detroit  and  travelling  on  KLM  aircraft  to 
Amsterdam.   Even  though  the  flights  are  Northwest/KLM  code-share 
flights,  no  data  are  collected  because  no  U.S.  carrier  is  involved 
in  the  actual  transporting  of  passengers.   Because  of  these  three 
limitations,  DOT  cannot  effectively  analyze  shifts  in  traffic  from 
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U.S.  to  foreign  carriers  caused  by  code-sharing  or  determine  the 
extent  to  which  code-sharing  benefits  foreign  airlines.  ■ 

Acknowledging  that  such  limitations  have  hindered  their 
ability  to  assess  the  value  of  and  impacts  caused  by  code-sharing, 
DOT  officials  have  recently  asked  two  U.S.  airlines--Northwest  and 
USAir--that  code-share  with  foreign  airlines  to  file  special 
reports  on  their  code-share  traffic  starting  in  mid-May  1994.   The 
utility  of  this  request  is  limited,  however,  because  it  does  not 
require  these  airlines  or  any  other  U.S.  airline  that  code-shares 
with  foreign  airlines  to  change  their  regular  traffic  reporting  to 
identify  code-shared  flights.   In  addition,  it  provides  DOT  with  no 
information  on  code-share  traffic  in  which  only  a  foreign  airline's 
aircraft  is  used.   Several  DOT  analysts  emphasized  to  us  that,  in 
addition  to  the  special  request,  they  will  probably  need  broader 
and  more  detailed  information  from  all  U.S.  carriers  that  code- 
share  in  order  to  fully  analyze  code-sharing 's  impacts. 

Because  it  has  done  little  analysis  of  code-sharing' s  impacts, 
DOT  has  not  determined  the  value  of  code-sharing  agreements  to 
foreign  airlines.   As  a  result,  there  is  concern  that  DOT  may  have 
granted  foreign  airlines  increased  access  to  the  U.S.  market 
without  obtaining  equivalent  opportunities  for  U.S.  carriers  in 
foreign  markets.   For  example,  as  a  result  of  its  desire  to  bolster 
cash-strapped  Pan  Am  and  TWA  by  replacing  them  with  United  and 
American  as  the  U.S.  airlines  allowed  to  operate  at  London's 
Heathrow  Airport,  DOT  reached  an  agreement  in  1991  with  the  United 
Kingdom  that  allowed  British  Airways  extensive  access  to  the  United 
States  market  via  code-sharing.   At  the  same  time,  the  agreement 
continued  to  limit  to  two  the  number  of  U.S.  airlines  that  could 
serve  Heathrow  Airport  and  continued  to  severely  restrict  the 
ability  of  those  airlines  to  serve  destinations  beyond  Heathrow. 
DOT  officials  told  us  that  they  did  little  analysis  to  determine 
the  value  of  such  code-sharing  rights  before  concluding  this 
agreement . 
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DOT'S  approval  of  code-sharing  arrangements  without  analyzing 
the  competitive  implications  is  similar  to  its  actions  in  approving 
domestic  mergers  during  the  1980s.   As  we  reported  in  1989, 
domestic  mergers  were  approved  with  little  analysis  of  the  long- 
term  competitive  implications.^   Some  airline  officials  contend 
that  code-sharing  will  have  several  negative  long-term  impacts, 
including:   (1)  countries  like  the  United  Kingdom  and  Germany, 
which  have  already  obtained  extensive  access  for  their  largest 
airlines  to  the  U.S.  market  through  code-sharing  arrangements,  will 
no  longer  have  an  incentive  to  open  their  highly  restricted  markets 
to  U.S.  airlines  and  (2)  competition  will  be  limited  if  the 
dominant  airlines  in  a  market  code-share.   Less  competition  could 
lead  to  higher  fares.   In  addition,  concerns  exist  that  code- 
sharing  airlines  gain  an  unfair  marketing  advantage  because  they 
are  allowed  to  list  the  same  flight  twice  in  computer  reservation 
systems  {once  under  the  U.S.  code  and  once  under  the  foreign  code) . 
Travel  agents  prefer  to  book  flights  that  are  listed  on  the  first 
CRS  screen,  and  multiple  listings  crowd  out  the  number  of  flights 
listed  on  the  first  screen. 

On  the  other  hand,  international  code-sharing  has  positive 
benefits.   Code-sharing  with  a  foreign  airline  allows  U.S.  airlines 
to  serve  international  markets  that  they  could  not  otherwise  serve. 
Delta's  recent  code-sharing  agreement  with  Virgin  Atlantic,  for 
example,  will--if  approved--allow  Delta  to  list  in  computer 
reservation  systems  service  to  Heathrow.   Although  it  is  not 
allowed  under  the  British  bilateral  to  directly  serve  Heathrow, 
Delta  will  be  able  to  list  Virgin  Atlantic  flights  to  Heathrow  as 
its  own.   As  a  result,  Delta  will  be  able  to  market  to  U.S. 
travelers  an  online  service  to  Heathrow,  even  though  it  involves  a 
change  of  carrier.   In  addition,  many  U.S.  airline  representatives 
contend  that  code-sharing  between  U.S.  and  foreign  airlines 


^Airline  Competition:   DOT's  Implementation  of- Airline  Regulator-/ 
Authority  (GAO/RCED-89-93 ,  June  28,  1989). 
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enhances  international  competition  by  allowing  airlines  that  could 
not  otherwise  do  so  to  enter  a  market  in  competition  with  the 
airlines  already  serving  that  market.   For  example,  Delta  will  be 
able  to  compete  with  United,  American,  and  British  Airways  on 
routes  between  Heathrow  and  the  United  States. 

Although  our  current  examination  of  code-sharing  has  not 
reached  a  point  to  allow  us  to  make  definitive  conclusions  about  ' 
the  practice,  our  preliminary  observation  is  that  code-sharing  does 
not  lend  itself  to  categorical  conclusions.   This  observation  is 
similar  to  what  we  reported  concerning  foreign  investments  m  U.S. 
airlines.*  As  with  each  foreign  investment  arrangement,  each  code- 
sharing  agreement  is  different  and  must  be  examined  on  a  case-by- 
case  basis.   A  full  examination  would  analyze  the  potential: 

--  increases  in  traffic  and  revenues  that  will  accrue  to  the 
foreign  airline  from  connecting  U.S.  traffic  from 
nongateway  cities  to  its  international  routes; 

—  incremental  traffic  and  revenue  gains  for  the  U.S.  code- 
share  partner; 

--  traffic  and  revenue  losses  for  other  U.S.  airlines 
competing  in  the  affected  markets; 

--  decline  in  international  competition  on  routes  currently 
served  by  both  code-sharing  partners;  and 

—  effect  on  the  incentives  left  for  foreign  countries  to 
increase  access  to  their  markets  if  the  specific  code-share 
is  approved. 


^Airline  Competition:   Impact  of  Changing  Foreign  Investment  and 
Control  Limits  of  U.S.  Airlines  (GAO/RCED-93 -7 ,  Dec.  9,  1992; 
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By  strengthening  the  level  of  its  analysis,  DOT  can  better  position 
itself  to  utilize  the  leverage  at  its  disposal  and  meet  the 
challenges  posed  by  such  controversial  issues  as  code-sharing. 
Without  such  information,  however,  DOT  will  be  limited  in  its 
ability  to  effectively  negotiate  increased  freedoms  for  U.S. 
airlines  in  international  markets. 

Other  Issues  Affect  U.S. 
International  Aviation  Policy 

DOT  and  the  State  Department's  ability  to  strengthen  the 
competitive  position  of  U.S.  airlines  in  foreign  markets  is  also 
limited  by  the  (1)  State  Department's  policy  of  rotating  staff  and 
(2)  DOT  and  State's  policy  of  greatly  restricting  the  participation 
of  U.S.  passenger  and  cargo  airlines  in  bilateral  negotiations. 

Currently,  U.S.  bilateral  negotiating  teams  are  chaired  by 
career  foreign  service  officers  at  the  State  Department  who  are 
assigned  for  a  temporary  period.   As  the  President's  Commission  to 
Ensure  a  Strong  Competitive  Airline  Industry  concluded,  this 
practice  of  staff  rotations  limits  U.S.  expertise  at  the 
negotiating  table.''  To  improve  the  level  of  aviation  expertise 
resident  at  the  State  Department,  the  Commission  recommended  that 
State  strengthen  its  aviation  career  track. 

Some  U.S.  passenger  and  cargo  airlines  have  also  raised 
concerns  about  DOT  and  State's  policy  of  not  allowing  U.S.  airlines 
to  directly  participate  in  or  observe  bilateral  negotiations. 
Although  representatives  of  foreign  airlines  often  participate  in 
bilateral  negotiations,  U.S.  passenger  and  cargo  airlines  are 
represented  by  an  industry  trade  group,  the  Air  Transport 
Association.   Some  U.S.  passenger  airlines,  such  as  American,  and 


''change.  Challenge,  and  Competition,  The  National  Commission  to 
Ensure  a  Strong  Competitive  Airline  Industry  (Washington,  D.C.: 
Aug.  19  93)  . 
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the  Air  Freight  Association  told  us  they  believe  that  DOT  and 
State's  restriction  on  direct  airline  participation  greatly  limits 
the  two  agencies'  ability  to  effectively  represent  and  strengthen 
the  competitive  position  of  U.S.  airlines  in  foreign  markets. 
Other  airlines  noted,  however,  that  such  participation  by  airlines 
would  unduly  favor  the  largest  U.S.  airlines.   Likewise,  other 
affected  parties  such  as  airport  operators  emphasize  that  if 
airlines  are  allowed  to  participate  in  bilateral  negotiations  then 
they  should  be  allowed  similar  rights. 

CONCLUSIONS 

Foreign  markets  have  become  increasingly  important  to  the 
bottom  lines  of  U.S.  airlines.   However,  the  success  of  U.S. 
airlines  in  these  markets  is  limited  because  they  continue  to  face 
extensive  access  restrictions  and  numerous  operating  and  marketing 
impediments.   In  attempting  to  reduce  these  barriers,  DOT  has 
employed  an  open  skies  approach.   It  is  now  apparent,  however,  that 
a  truly  open  skies  environment  is  unlikely  in  the  foreseeable 
future.   As  a  result,  we  believe  that  DOT'S  efforts  would  be  more 
effective  if  it  adopted  a  strategic  approach  that  better  utilizes 
its  substantial  leverage--greater  access  to  the  world's  largest 
aviation  market--to  induce  foreign  countries  to  open  their  markets. 

We  recognize  that  developing  such  an  approach  is  not  easy. 
Individual  crises  arise  that  require  immediate  attention  by  DOT. 
Likewise,  DOT  must  represent  multiple  carriers  when  negotiating 
with  foreign  governments  that  are  usually  representing  the 
interests  of  a  single  national  carrier.   However,  we  believe  that 
DOT  can  develop  a  strategy  that  is  less  ad  hoc  and  more  rooted  in 
fuller  assessments  of  the  long-term  impacts  of  its  policymaking  on 
the  competitive  position  of  U.S.  airlines  in  foreign  markets. 
DOT'S  current  effort  to  issue  a  new  international  aviation  policy 
provides  the  agency  a  good  opportunity  to  craft  such  a  strategy. 
We  believe  that  DOT  must  approach  this  task  with  a  sense  of 
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urgency,  however.   The  nature  of  international  aviation  competition 
is  changing  rapidly.   The  number  of  code-sharing  arrangements 
between  U.S.  and  foreign  airlines,  for  example,  has  more  than 
doubled  within  the  last  year.   Furthermore,  bilateral  agreements 
set  precedents  and  are  difficult  to  undo. 

In  our  view,  a  more  strategic  approach  would  include  (1) 
better  analysis  by  DOT  of  long-term  competitive  impacts  before 
reaching  agreements  with  foreign  governments  or  making  major  policy 
decisions,  (2)  improved  analytical  capability  by  identifying  code- 
share  flights  in  its  traffic  data,  (3)  additional  expertise  and 
experience  in  international  aviation  at  the  State  Department,  and 
(4)  a  review  of  the  existing  policies  that  severely  restrict  the 
participation  of  U.S.  passenger  and  cargo  airlines  and  other 
affected  parties  in  bilateral  negotiations.   With  these  elements, 
DOT,  working  with  the  State  Department,  can  more  effectively 
capitalize  on  the  leverage  it  has  to  bear  and  thus  strengthen  the 
competitive  position  of  U.S.  airlines  in  international  markets  over 
the  long  term. 


This  concludes  our  testimony.   We  would  be  happy  to  respond  to 
any  questions  you  may  have. 
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TYPICAL  PROVISIONS  CONTAINED  IN  BILATERAL  AGREEMENTS 


Area  of 
Regulation 

Provision 

Pricing: 
Establishes 
prices  to  be 
charged  by 
designated 
airlines  for 
services  over 
the  agreed 
routes . 

Double  Aporoval:  Fare  requires  the  approval 

of  both  governments  before  it  can  take 

effect,  (most  restrictive) 

Countri/  of  Oriain:  Fare  reouires  the 

approval  of  the  U.S.  government  for  U.S. 

origin  traffic  and  the  approval  of  the 

foreign  government  for  foreign  origin 

traffic 

Double  Disaooroval:  Both  countries  must  veto 

a  fare  before  it  can  be  rejected,  (most 
liberal) 

Designation: 
Establishes 
the  airlines 
that  may 
offer 

services  over 
the  agreed 
routes. 

Sinale  Designation:   Only  one  airline  may 

operate  on  a  given  route  or  routes  (most 
restrictive) 

Multiple  Desianation:  More  than  one  airline 
may  operate  on  a  given  route  or  routes 
(ranges  from  two  to  unlimited) 

Routes : 
Establishes 
the  points  an 
airline  may 
serve  en 
route, 

within,  and 
beyond  a 
country' s 
territory. 

--Route  description  that  names  specifically 
each  point  that  may  be  served  for  the  entire 
length  of  the  permitted  flights,  (most 
restrictive) 

--Route  description  that  provides  for 
airlines  to  serve  "named  points  in  the  home 
country  to  named  points  in  the  granting 
country  and  beyond",  (most  liberal) 

Capacity: 
Establishes 
the  volume 
and  types  of 
services  to 
be  offered  by 
designated 
airlines  over 
the  agreed 
routes  . 

Predetermination:  reouires  governmental 
approval  of  the  capacity  to  be  offered  by 
the  designated  airlines  (most  restrictive) . 
Ex  Post  Facto  Review:   both  governments  may 
review  the  capacity  offered  by  the 
designated  airlines  in  the  event  the  either 
nation  became  dissatisfied  with  capacity 
levels . 

199 


APPENDIX  II  APPENDIX  II 

RELATED  GAP  PRODUCTS 


International  Aviation:   Measures  by  European  Community  Could  Limit 
U.S.  Airlines'  Ability  to  Compete  Abroad  (GAO/RCED-93-64,  Apr.  26, 
1993)  . 

Airline  Competition:   Strategies  for  Addressing  Financial  and 
Competitive  Problems  in  the  Airline  Industry  {GAO/T-RCED-93-11 , 
Feb.  18,  1993)  . 

Airline  Competition:   Impact  of  Changing  Foreign  Investment  and 
Control  Limits  on  U.S.  Airlines  (GAO/RCED-93-7 ,  Dec.  9,  1992). 

Aircraft  Certification:   Limited  Progress  on  Developing 
International  Design  Standards  (GAO/RCED-92-179 ,  Aug.  20,  1992). 

Airline  Competition:   Industry  Competitive  and  Financial  Problems 
(GAO/T-RCED-92-28,  Feb.  21,  1992) . 

Airline  Competition:   Effects  of  Airline  Market  Concentration  and 
Barriers  to  Entry  on  Airfares  (GAO/RCED-91-101,  Apr.  26,  1991) . 

Airline  Competition:   Industry  Operating  and  Marketing  Practices 
Limit  Market  Entry  (GAO/RCED-90-147 ,  Aug.  29,  1990)  . 

Barriers  to  Competition  in  the  Airline  Industry  (GAO/T-RCED-89-65, 
Sept.  20,  1989,  and  GAO/T-RCED-89-66,  Sept.  21,  1989). 

Airline  Competition:   DOT'S  Implementation  of  Airline  Regulatory 
Authority  (GAO/RCED-89-93 ,  June  28,  1989). 

Competition  in  the  Airline  Computerized  Reservation  System  Industry 
(GAO/T-RCED-88-62,  Sept.  14,  1988). 

Airline  Competition:   Impact  of  Computerized  Reservation  Systems 
(GAO/RCED-86-74,  May  9,  1986). 
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Testimony  of 

Cyril  D.  Murpliy 

Vice  President  -  International  Affairs 

UNITED  AIR  LINES,  INC. 

Before  the  Aviation  Subcommittee  of  the 

Committee  on  Public  Works  and  Transportation 

Mr.  Chairman,  members  of  the  Subcommittee,  I  want  to  thank 
you  for  the  invitation  to  appear  today  on  behalf  of  United  Airlines  and 
to  express  some  of  United's  views  on  U.S.  international  aviation  policy. 

We  at  United  believe  that  the  existing  U.S.  international  aviation 
policy  as  articulated  in  Section  102  of  the  Act  satisfies  our  need  for 
policy  guidance  in  this  arena.   In  Section  102,  Congress  enunciated 
specific  objectives  for  the  U.S.  Government  in  dealing  with  interstate, 
overseas  and  foreign  air  transportation.   Those  guidelines  include 
assuring  the  availability  of  economic  and  efficient  low-price  services; 
placing  maximum  reliance  on  competition;  strengthening  the 


202 

competitive  position  of  U.S.  carriers  and  securing  opportunities  for 
those  carriers  to  maintain  and  increase  their  profitability  in  foreign  air 
transportation.   These  principles  have  served  the  U.S.  well  and  remain 
as  valid  today  as  when  they  were  enacted. 

The  most  pressing  problem  in  the  current  environment  is 
applying  the  Act's  objectives  to  new  circumstances.   Old  tactics  and 
strategies  must  continually  be  revisited  and  revised  in  order  to 
reconcile  them  with  the  dynamic  commercial  realities  of  the  air 
transportation  marketplace. 

In  this  regard  there  are  three  main  points  that  I  would  like  to 
address  today. 

First,  United  believes  that  it  is  important  for  U.S.  policymakers 
to  be  fully  aware  of  the  major  commercial  factors  that  are  reshaping 
our  industry  and  to  adjust  their  approach  accordingly. 

Second,  it  is  important  for  U.S.  policymakers  to  appreciate  the 
factors  that  are  influencing  foreign  governments'  air  transportation 
policies.   To  be  successful,  our  negotiating  plan  must  be  based  on 
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reasonable  assessments  of  the  concerns  and  the  capabilities  of  our 
negotiating  partners. 

Third,  U.S.  policy  makers  should  utilize  the  commercial  realities 
of  international  aviation  to  channel  progress  toward  the  public  interest 
goals  of  the  Federal  Aviation  Act. 


1.       The  U.S.  Must  Capitalize  on  the  Structural  Changes  in  the 
Domestic  Industry  Since  Deregulation 


There  is  no  question  that  the  decision  to  deregulate  domestic  air 
transportation  affected  profoundly  the  course  of  international  as  well 
as  domestic  air  services. 

The  domestic  U.S.  market  became  a  vast  laboratory  in  which  a 
variety  of  operational,  service  and  marketing  theories  were  put  into 
practice  and  tested.   The  results  of  those  experiments  were  followed 
closely.   Those  that  proved  successful  were  emulated  by  forward- 
looking  carriers  around  the  world. 

One  of  those  developments,  the  extensive  hub  and  spoke  route 
network,  has  changed  dramatically  the  nature  of  international  air 
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carrier  operations.    By  drawing  on  the  strengths  of  the  domestic  hub 
network,  carriers  are  today  able  to  mount  international  services  far 
more  efficiently  and  effectively  than  had  ever  been  the  case  in  the  past. 
However,  the  route  provisions  of  many  of  our  most  important  air 
services  agreements  either  pre-date  this  development  or  were 
negotiated  without  according  it  appropriate  weight.   As  a  result, 
carriers  still  find  themselves  unable  to  integrate  efficiently  their 
domestic  network  with  the  framework  of  international  routes  that  are 
available  to  them. 

Only  in  1990,  for  example,  was  the  U.S.  able  to  negotiate  a  route 
which  would  allow  United  to  link  its  largest  domestic  hub  Chicago, 
with  its  Asian  connecting  complex  at  Tokyo.   By  finally  connecting 
these  two  systems.  United  was  finally  able  to  integrate  effectively  its 
eight  city  Asian  network  with  the  more  than  one  hundred  U.S.  cities  it 
serves  from  Chicago.   The  benefits  to  consumers,  communities  and  to 
the  national  economy  have  been  significant. 

Similar  benefits  can  be  obtained  by  allowing  Northwest  to  serve 
London  from  its  major  hub  at  Detroit,  and  by  allowing  United  to 
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operate  to  London  from  Chicago.   The  archaic  terms  of  Bermuda  n 
continue  to  block  such  route  integration,  and  accordingly  to  deny  the 
public  the  enormous  benefits  which  each  carrier  could  provide. 

Indeed,  the  U.S.-U.K.  agreement  continues  to  force  passengers 
over  New  York,  even  when  non-stop  service  is  available  from  the  city 
from  which  they  want  to  travel.   Under  U.S.-U.K.  capacity  provisions. 
United  has  been  unable  to  shift  London  frequencies  that  it  holds  at 
New  York  to  augment  its  Washington-London  service  on  which  it  must 
routinely  reject  prospective  passengers  for  lack  of  seats.   These 
Washington  passengers  usually  end  up  being  flown  from  Dulles  to  New 
York  and  then  on  to  London,  an  inconvenience  they  are  forced  to 
accept  for  no  other  reason  than  that  the  agreement  is  out  of  step  with 
today's  market. 

The  economic  and  societal  costs  of  deregulation  were  an 
enormous  national  investment  in  developing  a  highly  efficient,  highly 
competitive  U.S.  air  carrier  industry.   That  investment  must  be 
calculated  in  the  disrupted  lives,  lost  jobs,  and  failed  investments 
which  were  the  unfortunate  consequences  of  U.S.  deregulation.   The 
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U.S.  is  quite  correct  in  now  looking  for  a  return  on  that  national 
investment.   That  is  why  negotiators  must  have  as  a  point  of  focus  the 
most  effective  possible  integration  of  our  domestic  strengths  with  as 
broad  an  international  route  system  as  possible. 


2.       U.S.  Aviation  Goals  Cannot  Be  Secured  Without  the  Cooperation 
of  our  Partners 


In  a  speech  delivered  earlier  this  month  in  London,  United's 
Chairman,  Stephen  Wolf,  compared  some  of  the  shrill  demands  placed 
on  our  negotiators  by  certain  U.S.  carriers  as  having  about  the  same 
prospects  for  success  as  did  King  Canute's  command  to  the  North  Sea. 
These  are,  after  all,  bilateral  negotiations.   We  cannot  compel  a 
foreign  government  to  accept  our  terms.   And,  we  cannot  expect  to 
negotiate  successfully  unless  we  have  a  realistic  view  of  what  is 
operationally,  economically,  and  politically  possible  for  our  aviation 
partner. 

All  of  us  on  this  panel  would  like  to  see  current  bilateral 
restraints  replaced  with  liberal,  open  entry  air  services  agreements.   It 
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is,  however,  naive  to  assume  that  things  will  change  for  the  better  in 
this  regard  ~  that  governments  will  be  prepared  to  defer  to  market 
forces  ~  if  they  believe  that  their  flag  carriers  are  not  capable  of 
competing  in  such  an  environment.   At  present,  there  are  sound 
reasons  for  their  doubts. 

The  rigors  of  15  years  of  domestic  deregulation  and  stiff 
competition  have  sharpened  the  efficiencies  of  U.S.  international 
carriers.   The  average  cost  per  ASM  of  the  major  U.S.  international 
carriers  operating  Pacific,  Atlantic  and  Latin  American  markets  is  well 
below  the  average  costs  of  their  foreign  counterparts.   We  have  all 
developed  strong  regional  networks  to  support  our  international 
routes;  our  foreign  counterparts,  by  and  large,  have  not.   For  foreign 
carriers,  these  are  disadvantages  of  substantial  proportions.   U.S. 
policy  makers  should  not  underestimate  the  threat  these  deficiencies 
pose  for  those  carriers,  and  the  e^ect  that  threat  has  on  their 
government's  negotiating  stance. 

Anyone  who  follows  U.S.  domestic  air  transportation  issues 
knows  that  the  cost  differential  between  the  newer  entrants  and  the 
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large  established  carriers  is  jeopardizing  the  latter's  ability  to  remain 
in  short-  and  medium-haul  U.S.  markets.   It  is  perhaps  the  single 
largest  problem  facing  the  large  carriers  today.    Our  choice  is  to  close 
that  gap  considerably  or  ultimately  withdraw  from  those  markets.    We 
are  all  struggling  with  that  problem.   United's  management  and 
employees  are  on  course  to  develop  an  acceptable  means  of  competing 
in  the  new  lower-cost  environment.   Others  are  developing  their  own 
strategies.   One  thing,  however,  is  common  to  all  of  us  at  this  table: 
reorganizing  to  deal  with  the  new,  low-cost  carriers  will  be  neither 
immediate  nor  painless. 

Foreign  carriers  with  high  costs  relative  to  their  U.S.  competitors 
similarly  must  evolve  into  much  more  efficient  companies  if  they  are  to 
survive  over  the  long-run  in  major  international  markets.   They  must 
bring  their  costs  down  to  competitive  levels.   As  in  the  U.S.  domestic 
market,  I  believe  that  events  of  recent  years  have  driven  that  reality 
home  to  foreign  airline  managers,  unions  and  government  agencies 
alike.   Cost-cutting  measures  of  varying  degrees  of  severity  are  being 
pursued  by  most  carriers  around  the  world. 
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Appreciation  of  the  problem  is  one  thing,  implementing  the 
changes  that  are  necessary  to  adjust  to  it  is  quite  another.   This  will 
clearly  take  time.   This  is  what  U.S.  international  aviation  policy- 
makers much  recognize  and  accept.   If  the  U.S.  hopes  to  preserve  the 
benefits  of  liberal  air  transport  agreements  where  they  exist,  and  to 
negotiate  more  expansive  agreements  where  they  do  not,  it  must  be 
willing  to  negotiate  interim  agreements  that  allow  its  aviation  partners 
a  period  of  time  for  their  carriers  to  restructure  themselves  to  become 
more  competitive. 

This  restructuring  extends  to  their  route  systems.   Just  as  U.S. 
carriers  have  built  up  extensive  route  networks  both  within  the  U.S. 
and  abroad  which,  in  turn,  produce  efficiencies,  foreign  carriers  must 
secure  some  form  of  broad  access  to  the  U.S.  market  to  stay 
competitive.   If  it  is  to  secure  the  objectives  of  a  more  liberal  aviation 
regime  in  the  future,  the  U.S.  must  be  receptive  to  their  efforts. 

This  is  obviously  a  difficult  process.   However,  by  showing  a 
willingness  to  acknowledge  the  problems  facing  the  foreign 
government,  and  by  convincing  them  of  our  sincere  desire  to  work 
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with  them  to  both  resolve  their  problems  over  the  short  run  in  return 
for  moving  toward  the  more  liberal  regime  which  their  citizens  want 
and  need,  much  can  be  accomplished. 


3.       Foreign  Carrier  Reorganization  Efforts  Provide  an  Opportunity 
to  Expand  Long-Term  Market  Access  for  Both  Sides 


As  noted,  foreign  governments  believe  that  in  the  face  of  U.S. 
competition  they  must  secure  time  for  their  carriers  to  restructure  and 
an  opportunity  to  expand  their  carriers*  access  to  the  interior  U.S. 
market  to  levels  which  will  allow  them  to  be  competitive.   Recognizing 
this  reality,  the  U.S.  should  be  willing  accommodate  foreign 
governments  on  these  points,  but  only  if  it  can  use  those  opportunities 
to  preserve  and  enhance  U.S.  carrier  international  aviation  rights. 

In  evaluating  opportunities,  the  U.S.  must  distinguish  between 
proposals  that  truly  advance  U.S.  interests  and  proposals  that  do  not. 
In  an  industry  as  competitive  as  our  own,  some  companies  will 
advocate  a  course  of  action  that  will  result  in  a  smaller  share  of 
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international  markets  for  the  U.S.  as  a  whole,  so  long  as  their  own 
individual  share  increases. 

This  appears  to  be  the  case  with  respect  to  the  Virgin  Atlantic- 
Delta  transaction,  which  at  its  core  guarantees  $150  million  in  annual 
revenues  for  a  foreign  air  carrier,  with  no  expansion  of  actual  U.S. 
carrier  operations  to  the  U.K.   Clearly,  this  deal  benefits  U.K.  far 
more  than  U.S.  interests.   Indeed,  it  is  probably  critical  to  Virgin's 
participation  in  some  of  these  markets.   Under  these  conditions,  the 
U.S.  should  follow  the  example  set  by  the  U.K.  in  negotiating  access  to 
Heathrow  in  1991. 

In  return  for  allowing  the  U.S.  to  replace  Pan  Am  and  TWA  at 
Heathrow,  the  U.K.  received  authority  that  would  facilitate  U.K. 
carriers'  gaining  access  to  the  broad  U.S.  market  and  integrating  that 
market  via  code-share  into  their  own  system. 

The  U.K.  now  needs  certain  approvals  to  be  issued  by  the  U.S.  if 
Virgin  Atlantic  is  to  realize  a  guaranteed  base  in  U.S.  revenues,  and 
U.S.  feed  traffic  at  a  large  number  of  gateway  points.   The  Virgin 
Atlantic-Delta  transaction  should  be  approved,  but  only  after  U.S. 
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negotiators  secure  an  environment  that  expands  U.S.  opportunities  as 
well.   The  U.S.  Government  should  recognize  this  as  a  chance  to 
improve  the  competitive  environment  in  a  signiflcant  way,  and,  in 
doing  so,  to  improve  the  transportation  system  on  both  sides  of  the 
Atlantic. 

The  recently  announced  code-share  proposal  of  Continental  and 
Alitalia  represents  another  such  opportunity.   The  Italian  agreement  is 
one  of  the  most  restrictive  in  all  of  Europe.   Alitalia's  efforts  to  gain 
access  to  the  U.S.  provide  the  U.S.  with  the  opportunity  it  has  long 
needed  to  move  the  U.S.-Italy  aviation  environment  in  a  more  liberal 
direction. 

The  commercial  needs  of  both  British  and  Italian  air  carriers 
now  present  excellent  opportunities  for  the  U.S.  to  develop  a  more 
open  operating  environment  with  both  countries. 

In  summary.  United  urges  that  U.S.  policymakers  focus  their 
attention  on  the  most  effective  ways  of  allowing  U.S.  air  carriers  to 
export  their  services  worldwide.   This,  we  believe,  means  facilitating 
the  integration  of  U.S.  carriers'  domestic  and  international  networks. 
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We  also  urge  that  the  U.S.  approach  this  effort  with  a  realistic 
appraisal  not  only  of  what  we  would  like,  but  what  is  within  the 
practical  power  of  our  negotiating  partner  to  provide,  and  that  the 
U.S.  positions  reflect  that  analysis.    Finally,  we  believe  that  every 
opportunity  for  expansion  of  U.S.  carrier  rights  should  be  exploited. 
As  recent  events  demonstrate,  foreign  carriers  now  need  both  access  to 
the  U.S.  domestic  market  and  time  to  reorganize.  The  U.S.  should  be 
receptive  to  both  requests,  but  only  if  the  long-term  result  is 
guaranteed  expanded  access.   This  was  the  policy  followed  with 
Germany.   It  should  be  applied  to  other  nations  as  well. 
Thank  you  for  the  opportunity  to  present  our  views. 
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SOUTHERM  AIR  TRAMSPORT 

Mr.  Chairman.  Members  of  the  Committee: 

Southern  Air  Transport  appreciates  the  opportunity  to  put  forth  its  views  with  regard 
to  International  aviation  matters.  As  a  member  airline  of  the  National  Air  Carrier 
Association,  we  fully  support  the  positions  expressed  earlier  today  by  Mr.  Ed  Driscoll.  I 
would  like  to  add  our  own  comments  on  the  need  for  a  U.S.  policy  to  protect  air  carrier 
operations  from  encroachment  by  operators  using  fomner  military  aircraft  of  a  restricted 
category  type. 

Southern  Air  Transport  is  an  all  cargo-airline  operating  scheduled,  charter  and  wet- 
lease  sen/ice  for  shippers,  freight  forwarders,  the  Department  of  Defense.  Relief 
Organizations,  and  individual  customers  around  the  world.  Southern  Air  operates  a  fleet 
of  25  cargo  aircraft,  including  four  747*s.  four  DC-8's  and  17  L-100's. 

The  L-100  aircraft  is  the  backtwne  of  Southern  Air's  fleet,  for  which  we  have  made 
a  considerable  investment.  In  fact,  we  are  the  world's  largest  operator  of  the  L-100,  and 
are  recognized  as  the  leader  in  the  world  market  of  this  aircraft.  In  addition  to  being  the 
premier  air  transporter  of  outsized  cargo  Into  remote  areas,  particularly  flying  food  Into 
famine-ravaged  areas  of  Africa,  and  support  of  oil  exploration  in  such  remote  areas  as 
Papua  New  Guinea  end  the  North  Slope  Alaska,  we  are  also  staunch  supporters  and 
participants  In  the  United  States  Civil  Resen/e  Air  Fleet  (CRAF).  All  our  L-100*s  are 
pledged  to  the  CRAF  and  played  a  vital  role  in  the  logistic  support  in  the  Quif  War,  both 

P.O.  Box  52-4093,  Miami,  FlorW»  33IS2  •  Telephone  (305)  871.5171  •  Telex:  51^56  •  SITArMlAOOSJ 


216 

domestically  and  overseas. 

However,  the  operation  of  former  military  surplus  aircraft  with  restricted  category 
type  certificates  for  "compensation  or  hire*  is  Jeopardizing  Southern  Air's  economic 
viability  and  participation  in  the  CRAF.  Since  the  time  three  years  ago  I  testified  in  front 
of  this  committee  regarding  this  same  subject,  a  great  deal  of  progress  has  been  made 
in  coordinating  the  efforts  of  the  FAA,  Department  of  Defense,  State  Department  and 
Customs  In  combating  this  problem.  Yet  I  would  asl<  this  Committee  to  further  its 
diligence  in  completing  this  task. 

The  State  Department  has  recently  approved  the  exporting  of  a  restricted  category 
C-130  for  operation  in  Africa  (Angola,  Kenya  and  Somalia)  under  an  arrangement 
whereby  the  aircraft  is  "dry  leased'  to  the  United  Nations  World  Food  Program.  This 
apparently  satisfies  the  technical  requirement  that  the  aircraft  Is  not  operated  for 
'compensation  or  hire',  because  on  the  surface  the  United  Nations  Is  only  leasing  an 
aircraft  without  crews  or  maintenance.  Yet  the  United  Nations  possesses  neither  flight 
crews  nor  maintenance  personnel  and  they  therefore  turn  right  around  and  contract  for 
that  service,  likely  from  the  same  company  who  owns  the  aircraft.  This  is  a  blatant  use 
of  a  loophole  In  the  regulations  to  bypass  all  previous  efforts  to  insure  proper  safety  and 
regulatory  oversight  of  the  concerned  agencies.  This  action  is  not  limited  to  a  single 
C-130  aircraft,  as  additional  ex-milltary  restricted  category  C-123  aircraft  are  being 
considered  for  this  same  Indirect  method  of  operating  the  aircraft  for  "compensation  or 
hire",  without  FAA  oversight. 
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I  would  encourage  this  CommitteQ  to  expand  its  legislative  oversight  Into  this  area 
of  restricted  category  type  aircraft  circumventing  regulatory  Jurisdiction. 

Thank  you  for  the  opportunity  to  present  our  comments. 


H/i-LOf,    -    QA    _    Q 
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STATEMENT  OF  FEDERICO  PENA 
SECRETARY  OF  TRANSPORTATION 

BEFORE  TBE  

HOUSE  PUBLIC  WORKS  AND  TRANSPORTATION  COMMITTEE, 

SUBCOMMITTEE  ON  AVIATION 

MAY  5,  1994 

Mr.  Chairman,  Members  of  the  Subcommittee,  I  appreciate  this 
opportunity  to  be  here  today  to  discuss  the  international  aviation  policy  of 
the  Department  of  Transportation.  The  last  time  that  the  Department 
crafted  a  written  statement  of  international  aviation  policy  was  16  years  ago 
during  the  Carter  Administration.   We  are  flnalizing  a  new  policy 
statement,  making  this  a  well-chosen  time  for  today's  discussion.  I  know 
that  Committee  Members  realize  that  this  is  a  complex  subject  that 
combines  economics,  politics,  domestic  and  international  law,  bilateral 
agreements  and  foreign  policy.  Numerous,  often  conflicting  interests  are 
involved. 

That  is  why  I  would  like  to  begin  by  setting  out  some  basic  facts  and 
trends  that  we  at  the  Department  of  Transportation  see  as  shaping  the 
international  aviation  industry  and  the  context  of  international  policy- 
making: 

°         first,  the  global  market  environment,  including  the  growing 
international  aviation  market,  regional  differences,  the 
transformation  of  U.S.  airlines,  U.S.  airline  performance  in  overseas 

* 

markets,  and  the  globalization  of  the  industry; 
°         second,  the  external  factors  shaoing  aviation  industry  growth. 

including  the  bilateral  regulatory  system,  the  investment  regime,  and 

infrastructure  constraints; 
°         Third,  the  outlook  or  vision  of  the  future  we  see  evolving  and  which 
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we  seek  to  influence; 
°         Fourth,  specific  concrete  steps   that  the  Department  of 

Transportation  is  taking  to  provide  more  aviation  opportunities  for 

U.S.  airlines,  cities  and  the  American  public;  and 
°         Fifth,  the  role  and  impact  of  the  use  of  code-sharing. 

THE  GLOBAL  MARKET  ENVIRONMENT 

The  growing  international  aviation  market 

Total  worldwide  international  travel  has  been  growing  at  the  healthy 
rate  of  7  percent  per  year  -  more  than  doubling  in  the  last  10  years  -  and 
U.S.  airlines  have  shared  in  this  significantly.  Indeed,  U.S.  carriers' 
international  traffic  has  grown  at  a  remarkable  9.5  percent  per  year  for  the 
last  10  years  -  about  twice  the  growth  rate  of  the  U.S.  home  market. 
International  traffic  now  accounts  for  25  percent  of  our  airlines'  business, 
up  from  18  percent  a  decade  ago.   All  forecasts  show  that  international 
travel  growth  will  continue  to  outpace  growth  at  home,  as  our  domestic 
aviation  market  matures  and  less-developed  foreign  markets  surge. 

One  reason  why  overseas  travel  is  likely  to  outpace  domestic  growth 
for  years  to  come  is  that  North  Americans  now  travel  by  air  more  than  15 
times  more  per  capita,  per  year  than  Asians  do  and  three  times  more  than 
Europeans.  This  gap  can  only  close  as  other  economies  around  the  world 
grow  and  their  people  travel  more  by  air.  Even  as  the  gap  narrows, 
though,  U.S.  international  travel  is  expected  to  continue  to  grow  twice  as 
fast  as  domestic  traffic  over  the  next  10  years,  rising  more  than  80  percent 
by  the  year  2003. 


220 


Our  airlines  know  where  the  greatest  growth  opportunities  are,  and 
are  determined  to  be  major  players  in  the  dynamic  global  marketplace. 

Regional  differences 

As  the  world  market  grows,  it  is  important  to  analyze  growth 
prospects  by  geographic  region  to  see  where  the  greatest  opportunities  lie. 
A  decade  ago,  ahnost  half  of  U.S.  carriers'  international  revenues  were 
earned  over  the  Atlantic.  Europe  was  our  largest  revenue  market.   That 
has  changed  dramatically.   Last  year  the  Pacific  region  generated  46 
percent  of  our  airlines'  international  aviation  business  and  the  Atlantic  just 
37  percent.  Both  regions  have  grown  significantly,  but  Asia  is  now  clearly 
more  valuable  to  our  industry's  growth. 

I  should  point  out  here  that  our  carriers'  international  profits  and 
losses  are  even  more  varied  than  their  growth  rates.   Last  year,  U.S. 
passenger/cargo  combination  carriers  reported  an  overall  $392  million 
operating  loss  internationally.    But  their  Pacific  and  Latin  operations  were 
slightly  profitable.  All  of  the  reported  losses  were  in  the  Atlantic,  and  one 
airline  incurred  most  of  them. 

U.S.  all-cargo  carriers  lost  money  in  all  three  regions,  with  the 
heaviest  losses  in  the  Atlantic. 

The  primary  factor  driving  the  growth  and  profitability  of  global  air 
travel  is  economic  activity  -  here  in  the  United  States  and  around  the 
world.   Airlines  are  extremely  sensitive  to  the  business  cycle  -  suffering 
severely  during  the  recent  recession  and  hopefully  now  returning  to 
profitability  as  recovery  takes  hold.   As  Dr.  Laura  Tyson,  Chair  of  the 
Council  of  Economic  Advisers,  said  when  she  and  I  presented  the  Clinton 
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Administration's  Aviation  Initiative  three  months  ago,  "A  strong  economy 
will  be  the  best  medicine  for  what  ails  the  aerospace  complex." 

As  the  U.S.  economy  continues  to  improve  and  other  economies 
resume  growth,  airline  activity  is  bound  to  increase.  Strategic  planning 
now,  focusing  on  those  markets  with  the  greatest  potential,  will  reap  rich 
benefits  in  the  future. 

Two  other  major  factors  that  shape  our  international  aviation  sector 
are:  our  domestic  airline  experience  of  competition  and  the  world's 
international  regulatory  system. 

The  Competitive  Transformation  of  the  U.S.  airline  industry 

Fifteen  years  of  intense  competition  has  brought  about  a  startling 
metamorphosis,  not  only  in  the  U.S.  home  market  but  in  the  list  of  players 
in  U.S.  international  aviation.  Indeed,  with  the  exception  of  Northwest 
Airlines,  the  largest  U.S.  international  airlines  today  were  all  primarily  or 
exclusively  domestic  not  very  long  ago. 

But  these  changes  in  the  rankings  of  dominant  international  airlines 
have  not  created  a  static  situation.   Our  biggest  international  carriers 
remain  under  enormous  competitive  pressure  at  home.   A  steady  stream  of 
new  entrants  and  more  rigorous  enforcement  of  anti-trust  laws  by  our 
Administration  ensure  this  healthy  competition.   This  sustained  competitive 
pressure  has  made  U.S.  carriers  highly  efficient.   Indeed,  Mr.  Chairman, 
U.S.  carriers  are  ready  to  compete  anywhere  in  the  world.   The  problem  is 
that  the  rest  of  the  world  is  not  ready  to  compete  with  them.  Although  the 
U.S.  airline  industry  will  continue  to  evolve,  U.S.  carriers  will  always  be 
formidable  competitors,  and  the  fact  that  the  identity  of  the  U.S.  players  in 
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particular  markets  may  change  over  time  will  not  alter  our  fundamental 
policy  of  promoting  competition  and  opening  up  international  markets. 

U.S.  airline  performance  vis-a-vis  foreign  competitors 

The  European  Union's  Comite  des  Sages  recently  pointed  out  that 
European  airlines  have  operating  costs  48  percent  higher  than  major  U.S. 
carriers  ~  before  even   factoring  in  our  low-cost  companies.  This  U.S. 
advantage  extends  beyond  Europe  to  Asia  and  around  the  world.    No 
wonder  U.S.  carriers'  share  of  international  traffic  is  growing. 

In  international  markets  involving  the  U.S.,  our  carriers  captured  47 
percent  of  the  traffic  in  1986.  Last  year,  they  took  a  54  percent  share.  The 
U.S.  share  has  risen  7  points  in  8  years.  On  a  market-by-market  basis, 
U.S.  carriers  convey  66  percent  of  the  traffic  to  and  from  Japan,  62 
percent  to  and  from  Germany  and  Canada,  70  percent  to  and  from  France 
and  44  percent  to  and  from  the  United  Kingdom. 

Caught  up  as  we  sometimes  are  in  day-to-day  issues  and  disputes,  we 
should  bear  in  mind  that  the  big  picture  of  achievement  in  international 
aviation  shows  U.S.  carriers  doing  very  well  indeed. 

The  trend  towards  globalization 

The  competitive  quest  now  underway  for  better,  more  efficient  access 
to  as  many  international  markets  and  passengers  as  possible,  might  best  be 
summarized  as  the  "globalization"  of  the  airline  industry.   Airline  strategies 
and  initiatives  have  been  driven  in  part  by  the  logic  of  strong  economic 
forces  and  the  search  for  profit,  but  they  have  also  been  influenced  by  the 
character  of  the  international  regulatory  system  and  other  constraints. 
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Airlines  are  being  impelled  by  the  economic  force  of  their  customers' 
demand  for  improved  service  and  their  own  search  for  higher  growth. 
Demand  for  international  air  service  is  growing  strongly  —  hence,  airlines 
want  to  tap  this  demand  and  enhance  their  competitive  positions  by  gaining 
better  access  to  as  many  markets  and  passengers  in  the  most  eHicient  ways 
they  can. 

Many  airlines  cannot  achieve  these  goals  by  establishing  new  direct 
services  with  their  own  aircraft  and  marketing  their  services  exclusively 
under  their  own  names.  It  is  not  only  regulatory  constraints  that  inhibit 
them  but  the  daunting  costs  that  unilateral  expansion  on  a  global  scale 
would  entail.  Given  the  presence  of  extensive,  existing  networks  in  all 
regions  of  the  world,  one  of  the  most  efficient,  cost-effective  ways  to  expand 
globally  is  to  facilitate  passenger  movements  between  existing  networks. 
This  economic  logic  has  fueled  the  ongoing  wave  of  inter-airline 
investments,  mergers,  strategic  alliances  and  code-sharing  both  within  and 
across  national  borders. 

The  trend  toward  alliances  gathered  speed  during  the  1980's,  as  U.S. 
and  foreign  carriers  around  the  world  sought  various  degrees  of  strategic 
integration.  Virtually  all  of  the  major  U.S.  international  airlines  have 
entered  into  marketing  alliances  with  foreign  carriers  large  and  small. 
Several  U.S.  airlines  have  been  involved  in  equity  transactions.  Similarly, 
investments  or  marketing  alliances  between  foreign  carriers  have  involved 
virtually  all  of  the  major  carriers  within  Europe  as  well  as  many  large  and 
small  airlines  in  other  regions.  Marketing  alliances  have  been  most 
common,  but  there  have  been  a  number  of  notable  equity  transactions 

Some  of  these  arrangements  have  ended  and  several  far-reaching 
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alliances  have  been  proposed,  but  not  consummated  -  such  as  the  KLM- 
British  Airways  bid  for  Sabena  and  the  Alcazar  project  to  merge  KLM, 
SAS,  Swissair  and  Austrian  Airlines.  But  even  if  some  alliances  have 
proven  temporary,  and  some  deals  have  aborted,  the  participants  have 
simply  gone  on  to  seek  new  partners.  The  trend  remains. 

It  is  also  true  that  carriers'  various  corporate  strategies  have  been 
strongly  influenced  by  the  regulatory  environment  and  other  externalities. 
Some  alliances,  for  instance,  may  not  have  been  created,  or  would  have 
taken  different  forms,  were  it  not  for  the  limitations  imposed  by  the 
restrictive  bilateral  system  and  other  constraints. 

EXTERNAL  FACTORS  SHAPING  GROWTH 
Unfortunately,  Mr.  Chairman,  both  the  growth  of  international 
aviation  and  the  ability  of  U.S.  airlines  to  meet  the  demand  for  global  air 
services  have  been  severely  inhibited  by  a  number  of  economic  and  physical 
barriers  to  efficient  airline  operations.  These  barriers  include  continued 
government  reliance  on  bilateralism,  restraints  on  capital  movements  and 
the  limitations  of  airport  and  air  traffic  control  infrastructure. 

The  restrictive  bilateral  svstem 

The  bilateral  system  of  negotiating  aviation  rights  is  designed  to  limit, 
not  to  foster,  competition,  and  inhibits  or  distorts  globalization.  The 
Chicago  Convention  -  established  half  a  century  ago  toward  the  end  of 
World  War  II  -  dictates  that  nothing  can  happen  unless  government 
agreements  explicitly  permit  it.   Consequently,  there  are  1,200  bilateral 
agreements  worldwide  setting  out  exactly  what  airlines  can  do. 
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The  U.S.  didn't  want  this  system  50  years  ago,  and  we  don't  want  it 
now.  Indeed,  this  restrictive  bilateral  regime  limits  the  competitive 
advantages  and  growth  prospects  of  U.S.  air  carriers  -  the  most  efflcient  in 
the  world.  That  is  because  the  bilateral  system  encourages  many  countries 
to  focus  on  the  fortunes  of  a  single  flag  carrier  --  thus  viewing  aviation 
negotiations  as  a  zero-sum  game.  Secondly,  the  bilateral  structure  makes  it 
extremely  difficult  and  costly  to  build  efficient  airline  systems.  To  do  so 
requires  a  laborious  process  of  assembling  the  necessary  market  access 
rights  through  a  network  of  interlocking  bilateral  agreements.  That  is 
difficult  in  the  best  of  times.   It  is  virtually  impossible  when  major  nations 
adopt  severely  restrictive  policies. 

The  French  government,  which  renounced  its  treaty  with  us  and  now 
keeps  a  lid  on  U.S.  carriers'  growth,  may  be  the  most  blatant  example  of 
resurgent  airline  protectionism  at  work.   Air  France,  meanwhile,  is 
undertaking  a  multi-billion  dollar  state-subsidized  restructuring  in  an 
attempt  to  become  competitive.  Other  governments  are  also  restricting  U.S. 
carriers.  A  key  part  of  our  international  aviation  policy  strategy  is  to  lift 
these  mercantilist  bilateral  barriers  and  allow  global  aviation  commerce  to 
develop. 

And  the  truth  is,  Mr.  Chairman,  protectionist  barriers  are  little  more 
than  desperate,  rearguard  actions  that  cannot  succeed  in  the  long  term. 
The  longer  national  carriers  are  shielded  from  competition,  the  less 
effective  they  will  become  relative  to  their  more  nimble  competitors  in  the 
race  for  shares  of  the  growing  international  market.  The  waves  of 
liberalization,  while  imperfect  and  far  from  universal,  will  continue  to 
undermine  fortresses  built  on  the  sand  of  protectionism. 
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Foreign  investment 

Intrinsic  to  the  bilateral  system  is  the  requirement  that  airlines 
designated  by  each  country  be  substantially  owned  and  effectively 
controlled  by  nationals.  Virtually  all  nations,  including  the  U.S.,  have  strict 
limitations  on  the  degree  of  foreign  investment  allowed  in  their  airlines. 
Clearly,  these  restrictions  impede  the  free  flow  of  airline  capital.   Thus  a 
valuable  corporate  strategy  used  in  other  industries  to  increase  growth  - 
market  access  through  investment  -  has  been  limited  in  the  case  of  airlines. 

Infrastructure  constraints 

Airlines  have  also  been  hindered  in  entering  new  markets  or 
expanding  services  because  of  inadequate  airport  and  airway  capacity,  thus 
distorting  service  patterns  and  the  allocation  of  resources.   The  limitations 
at  airports  like  Heathrow  and  Narita  are  well  known,  as  are  the  constraints 
of  fragmented  European  ATC  systems. 

European  ATC  capacity  shortages  and  inefficiencies  stem  chiefly 
from  the  fragmentation  of  ATC  services  among  more  than  20  separate 
national  systems.  Political  pressures  have  so  far  stymied  the  establishment 
of  a  single-integrated  system  even  though  European  governments  are 
embarked  on  a  "harmonization  and  integration  program"  to  improve 
coordination  between  national  systems,  agree  on  equipment  standards  and 
upgrade  less  advanced  national  systems. 

The  United  States  supports  this  effort  to  reduce  delays.  FAA  experts 
have  collaborated  with  their  European  and  other  world  safety  counterparts 
in  the  search  for  solutions  and  we  will  continue  to  work  closely  with  them 
to  mitigate  this  problem,  which  imposes  billions  of  dollars  of  added  costs 
each  year  on  both  U.S.  and  foreign  carriers. 
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THE  OUTLOOK:  GLOBAL  NETWORKS 
All  of  these  constraints  -  the  bilateral  system,  restraints  on 
investment,  and  infrastructure  limitations  -  will  continue,  for  some  period, 
to  limit  airline  flexibility  in  selecting  markets  and  choosing  corporate 
strategies,  to  deny  new  service  to  cities,  and  to  deny  passengers  and 
shippers  a  full  range  of  transportation  options.  In  particular,  there  is  a 
tension  between  the  bilateral  system,  focused  as  it  is  on  national  boundaries 
and  individual  airlines,  and  the  economic  forces  driving  globalization.  As 
some  countries  continue  to  work  hard  to  protect  their  airlines,  progress  in 
some  markets  will  be  very  difficult. 

Ultimately,  economic  forces  will  prevail.  The  constraints,  even  taken 
all  together,  will  only  delay  or  distort  ~  not  stop  -  the  process  of 
globalization.  Indeed,  we  expect  this  trend  to  continue  well  into  the  next 
century,  leading  to  the  development  of  a  number  of  global  aviation 
networks  linking  the  three  major  regional  air  travel  markets  ~  the  Western 
Hemisphere,  Europe  (with  Africa  and  the  Middle  East)  and  Asia. 

These  networks,  based  on  major  hubbing  complexes  in  each  region, 
will  evolve  in  large  part  by  the  spread  of  various  commercial  arrangements 
to  share  passengers  and  freight  between  airlines.  These  arrangements  will 
be  the  most  efficient  way  to  provide  the  "feed  traffic"  of  people  and  goods 
needed  to  support  complex,  geographically  diverse  networks  and  sustain 
major  hubbing  operations. 

We  believe  that  U.S.  airlines  are  strongly  positioned  to  compete  as 
lead  players  in  these  emerging  global  networks.  First,  because  the  U.S. 
domestic  and  international  market  accounts  for  40  percent  of  all  world  air 
trafTic  today  -  providing  a  rich  base  of  passenger  traffic;  secondly,  because 
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deregulation  has  honed  U.S.  airlines  to  a  high  degree  of  efficiency. 

Even  though  the  flrst  advantage  is  sure  to  diminish  over  time  as  air 
travel  grows  in  other  world  regions,  several  U.S.  airlines  —  and  it  is 
difTicult  to  predict  which  ones  -  can  emerge  as  the  leading  players  in  global 
networks. 

DOT  ACTIONS  TO  PROMOTE  THE  GROWTH  AND  DEVELOPMENT 
OF  INTERNATIONAL  AIR  SERVICES 

Against  this  background  of  continuing  globalization,  enhanced 
competition  remains  the  core  of  L.S.  aviation  policy.   We  are  convinced 
that  airlines  responding  to  the  demands  of  a  competitive  marketplace 
produce  the  best  results  for  their  shareholders,  for  their  employees,  and  for 
the  passengers,  shippers  and  communities  they  serve.  That  has  been  our 
experience  at  home  and  we  believe  that  competition  will  multiply  the 
benefits  of  increased  air  travel  throughout  the  global  economy. 

There  are,  of  course,  obstacles  to  the  implementation  of  an  effective 
pro-competitive  aviation  policy.  As  I  mentioned,  Mr.  Chairman,  some 
foreign  governments  have  restricted  U.S.  airlines  operations  in  the  interest 
of  protecting  their  airlines  from  competition.  We  appreciate  the  concerns  of 
our  trading  partners  and  we  are  prepared  to  adopt  innovative  programs  to 
deal  with  them  -  provided  that  our  joint  efforts  lead  to  the  elimination  of 
restrictions  on  airline  services  and  otherwise  liberalize  international  aviation 
markets. 

We  face  continuing  challenges  in  assessing  the  shifting,  often  difficult- 
to-quantify  opportunities  and  benefits  for  diverse  U.S.  carriers  and  the 
U.S.  economy  and  in  crafting  effective  strategies  to  guide  us  in  negotiating 
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and  maneuvering  from  today's  airline  world  into  the  globalized  future.    We 
need  to  give  our  airlines  the  opportunities  they  need  to  choose  the  corporate 
strategies  they  believe  are  in  their  best  interests.   While  we  cannot  change 
the  basic  economic  forces  airlines  face,  we  must  do  our  utmost  to  insure 
that  their  choices  are  not  constrained  by  artificial  barriers. 

Our  goal  throughout  should  be  to  maximize  overall  U.S.  interests  — 
deflned  in  the  broadest  sense  to  encompass  airlines  and  their  employees,  the 
traveling  and  shipping  public,  U.S.  cities  and  our  national  economy  as  a 
whole. 

DOT,  in  partnership  with  the  Department  of  State,  has  been  pro- 
active in  seeking  to  increase  opportunities  around  the  world  for  our  airline 
industry  and  its  customers.   We  played  a  key  role  in  the  formation  and 
deliberations  of  the  National  Airline  Study  Commission,  and  in  crafting  the 
Administration's  Civil  Aviation  Initiative.   Since  taking  office,  we  have 
shared  the  frustrations  of  U.S.  carriers  faced  with  restrictions  placed  on 
their  operations  by  foreign  governments,  and  we  have  acted  to  remove 
these  restrictions  wherever  possible. 

In  general,  Mr.  Chairman,  our  international  aviation  policy  has  been 
consistently  guided  by  the  strategies  to  support  globalization  and  open 
markets  that  I  enunciated  in  a  speech  before  the  International  Air 
Transport  Association  last  November: 

1)  First,  we  actively  seek  unrestricted,  multilateral  and  sectoral 
agreements  with  those  groups  of  nations  that  are  willing  —  and  able  — 
to  bring  comparable  benefits  for  U.S.  carriers  and  the  U.S.  economy 
to  the  table. 

2)  Secondly,  while  we  pursue  multilateral  accords,  we  also  seek  to 
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liberalize  existing  bilateral  agreements  ~  ensuring  that  any  such 
agreements  actually  stimulate  more  air  travel,  increase  competition, 
and  add  to  —  not  reduce  ~  any  other  aviation  rights  that  existing 
bilaterals  already  contain.  We  plan  to  move  forward  —  not 
backwards. 

3)  Thirdly,  while  we  seek  to  move  beyond  the  obsolete  regime  of 
bilateral  accords,  we  will  vigorously  defend  any  and  all  existing  U.S. 
bilateral  rights.  We  will  act,  through  all  available  means,  against  any 
foreign  competitors  whose  governments  discriminate  against  or  fail  to 
honor  the  rights  of  U.S.  airlines.  No  one  should  underestimate  our 
resolve  in  this  regard. 

4)  Fourthly,  we  will  explore  the  formation  of  a  global  coalition  of 
like-minded,  free  market-oriented  nations  that  could  significantly 
advance  liberalization. 

In  applying  these  strategies,  we  seek  solutions  that  reflect  a  genuine 
exchange  of  reciprocal  economic  opportunities.  In  our  recent  agreement 
with  Germany,  for  example,  we  preserved  and  enhanced  the  competitive 
position  of  U.S.  carriers,  obtaining  new  opportunities  to  balance  the 
temporary  moderation  in  capacity  growth,  and  embarked  firmly  on  the 
path  to  an  Open  Skies  regime.  We  have  also  begun  to  seek  multilateral 
arrangements  to  replace  the  outmoded  bilateral  regime,  notably  with  the 
European  Union  in  exploring  air  cargo  liberalization. 

As  for  encouraging  the  free  flow  of  capital,  we  support  raising  the 
current  25  percent  limit  on  foreign  voting  equity  in  U.S.  carriers  in 
markets  governed  by  liberal  arrangements. 
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To  continue  these  initiatives  in  a  comprehensive  way,  we  are  reflning 
our  strategies  for  liberalizing  the  prevailing  international  aviation  regime. 
I  have  asked  my  international  aviation  policy  staff,  in  coordination  with  the 
Department  of  State,  to  prepare  practical  strategies  for  achieving  a 
liberalized  international  regime. 

We  will  seek  the  advice  of  members  of  Congress  in  this  effort  and  I 
expect  to  complete  it  by  early  summer. 

Our  current  negotiating  strategies  -  like  the  comprehensive  strategy 
to  be  embodied  in  the  policy  statement  -  will  be  guided  by  one  bright, 
unwavering  lodestar:  enhanced  competition. 

Nations  that  adopt  more  competitive  policies  and  more  liberal 
aviation  agreements  deliver  measurable  beneflts  to  their  citizens  and 
businesses.  As  a  study  of  aviation  agreements  from  1975  to  1989  concludes: 
"Having  a  liberal  agreement  in  place  results  in  46  percent  more  passengers 
traveling  between  the  United  States  and  a  foreign  country  and  an  annual 
passenger  growth  rate  of  11  percent  higher  than  it  would  be  if  there  had 
been  a  non-liberal  agreement  in  place  -  after  controlling  for  other  country- 
speciflc  factors " 

That's  why  we  are  confident  that  protectionist  incidents  will  decline 
over  time.  First,  because  airlines  worldvnde  all  need  to  grow  and  globalize. 
Secondly,  because  airline  consumers,  businesses  and  tourist  officials 
worldwide  are  realizing  that  they  are  not  being  "protected"  -  but  are 
instead  badly  hurt  -  when  their  own  governments  adopt  restrictive  aviation 
practices. 

Our  attitude  toward  competition,  our  approach  to  international 
negotiations  and  indeed,  our  definition  of  what  the  United  States'  national 
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interest  is  in  shaping  aviation  policy  are  all  profoundly  different  from  most 
other  nations,  Mr.  Chairman. 

Most  of  our  trading  partners  have  only  one  or  two  national  carriers. 
My  counterparts  in  those  countries  need  not  look  beyond  the  interests  of 
those  carriers  when  they  develop  their  aviation  policies.    They  believe  ~ 
and  act  --  as  if  what  is  right  for  their  national  airlines  is  the  supreme  good 
for  their  nation. 

The  U.S.  is  very  different  in  this  regard.   Ahnost  every  international 
aviation  issue  that  my  Department  deals  with  involves  the  interests  of 
several  of  our  airlines.  We  rarely  enter  bilateral  negotiations  with  broad 
consensus,  let  alone  unanimity  of  strategy  by  U.S.  carriers.  What  one 
carrier  may  view  as  a  positive  outcome  others  often  vigorously  oppose. 
Therefore,  I  must  always  seek  to  discern  what  is  in  the  best  interest  of  the 
United  States  as  a  whole. 

Moreover,  U.S.  airlines  are  not  the  only  parties  whose  legitimate 
interests  the  federal  Department  of  Transportation  must  consider. 

To  our  cities,  international  air  service  represents  a  vital  element  in 
their  strategies  for  economic  development. 

For  our  economy  as  a  whole,  increased  air  access  to  foreign  markets 
creates  more  trade,  tourism  and  jobs.  Growth  in  aviation  markets  ~ 
brought  about  by  rising  traffic  and  competition  ~  means  that  U.S.  aircraft 
manufacturers  will  be  able  to  sell  more  planes  and  hire  more  workers. 
Finally,  the  interests  of  the  U.S.  consumer  -  in  inexpensive,  convenient  and 
safe  air  travel  -  must  be  a  paramount  consideration  for  all  of  our  policy. 

That  means  that  as  Secretary,  I  must  look  beyond  the  specific 
interests  of  individual  airlines  to  develop  an  aviation  policy  that  takes  all  of 
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these  important  "customers"  into  account  before  arriving  at  what  I  believe 
best  serves  the  national  interest.  I  know  the  members  of  this  Committee 
appreciate  that  this  is  no  easy  task.   There  is  no  simple  solution  that  will 
allow  everyone  to  achieve  all  of  their  objectives. 

I  strongly  believe  that  the  strategies  governing  our  aviation  policy, 
which  I  have  described  to  you  today,  have  been  developed  and  applied  in  a 
way  that  best  serves  America's  national  interest.    I  can  also  tell  you  that 
this  same  concern  will  remain  the  guiding  principle  as  we  further  develop 
and  implement  the  aviation  policies  of  this  Administration. 

CODE  SHARING 

Mr.  Chairman,  I  want  to  touch  on  the  practice  of  code  sharing,  one 
of  the  key  strategies  that  airlines  are  pursuing  in  building  global  networks. 

Code  sharing  can  provide  real  economic  benefits  by  offering  improved 
market  access  at  reasonable  costs.  It  also  offers  important  marketing 
advantages.    Airlines  can  establish  a  new  market  presence  or  supplement 
their  own  flight  frequency  with  code-shared  flights,  thus  freeing  up  their 
own  aircraft  for  "se  in  other  markets.   Code-share  alliances  can  also 
produce  a  level  of  cooperation  and  coordination  that  approximates  the 
advantages  of  single-carrier  service  in  scheduling,  connections,  baggage 
handling  and  pricing. 

We  think,  however,  that  it  is  critical  that  passengers  know  exactly 
what  they  are  buying  when  they  purchase  code  share  tickets.   Today,  the 
Department  is  announcing  a  proposal  to  ensure  that  the  Identity  of  each  of 
the  airlines  in  any  code-share  relationship  is  disclosed  fully  and  clearly  to 
all  passengers. 
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We  know  from  our  recent  experience  with  code-sharing  that  this 
practice  can  be  a  powerful  tool  for  capturing  additional  trafTlc  at  relatively 
little  cost.   It  also  represents  a  highly  effective  strategy  for  foreign  carriers 
to  tap  into  the  traffic  from  U.S.  interior  points.    Absent  reciprocal 
opportunities  for  access  by  these  U.S.  carriers  to  foreign  markets, 
code-sharing  has  the  potential  to  create  an  unacceptable  imbalance  in  our 
existing  aviation  relationships. 

At  DOT  we  are  deeply  engaged  in  analyzing  the  international 
implications  of  code-sharing.  We  have  also  engaged  the  services  of  an 
airline  economic  consulting  firm  to  assist  us  to  further  develop  conceptual 
models  in  the  area.  We  are  also  considering  ways  to  obtain  additional 
information  from  U.S.  and  foreign  carriers  about  their  code  sharing 
operations.  Our  policy  in  the  area  of  international  code  sharing  requests  is 
comparable  economic  opportunities. 

That  means  that  before  a  foreign  carrier  is  allowed  to  undertake 
code-share  arrangements  in  the  U.S.,  we  will  require  that  its  homeland 
guarantee  U.S.  airlines  comparable  market  access.  Those  countries  that 
continue  to  pursue  restrictive  aviation  policies  should  understand  that  the 
beneflts  of  code-share  alliances  will  not  be  extended  to  their  airlines  until 
those  policies  have  changed.   It  is  noteworthy  that  while  there  are  80  code 
sharing  arrangements  with  U.S.  airlines,  the  largest  and  most 
comprehensive  code-share  arrangement  between  a  U.S.  and  foreign  carrier, 
Northwest  and  KLM,  was  approved  in  the  context  of  our  most  liberal 
aviation  relationship,  the  U.S.-Netherlands  Open  Skies  Agreement. 

We  have  dealt  with  code  sharing  arrangements  in  keeping  with  our 
fundamental  goal  of  moving  to  a  truly  open  international  aviation  regime, 
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and  have  approved  them  only  where  consistent  with  that  vision,  or  where 
approval  was  required  by  pre-existing  bilateral  commitments. 

CONCLUSION 

In  summary,  as  the  trend  towards  globalization  of  the  airline 
industry  continues,  U.S.  carriers  are  performing  well  compared  to  the 
majority  of  the  world's  carriers.  However,  because  our  carriers  are  doing 
so  well,  foreign  governments  are  trying  to  protect  their  national  flag 
carriers  in  various  ways  ranging  from  limiting  our  carriers'  services  to 
outright  massive  subsidies  of  their  airlines.  These  efforts  have  produced 
tensions  in  many  of  our  aviation  relationships,  and  have  created 
inefficiencies  for  our  airlines  and  their  customers,  the  traveling  and 
shipping  public. 

Due  to  the  tensions  described  above,  during  the  next  few  years  the 
transition  from  a  restrictive  regulatory  regime  to  a  more  liberal  and 
competitive  environment  will  be  extremely  diRicult.  Our  goal  is  to  be  firm 
in  our  commitment  to  providing  the  flying  public  with  greater  choices  at 
reasonable  prices  and  increased  international  market  opportunities  for  our 
airlines. 

Thank  you  for  convening  these  hearings,  Mr.  Chairman. 

I  will  be  happy  to  answer  any  questions  that  you  or  members  of  the 
Committee  may  have. 
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Mr.  Chairman,  Members  of  the  Subcommittee,  my  name  is 
Elliott  Seiden.   I  am  Vice  President  Law  and  Government  Affairs 
for  Northwest  Airlines.   Northwest  appreciates  this  opportunity 
to  provide  its  views  on  the  state  of  international  aviation  at 
this  crucial  juncture  in  the  history  of  our  industry.   Northwest 
commends  the  Subcommittee  for  holding  these  hearings.   For  the 
past  two  years,  starting  with  the  closing  months  of  the  1992 
presidential  election,  international  aviation  issues  have  jumped 
to  the  forefront  of  the  international  competitiveness  and  trade 
debate  in  the  United  States.   In  spite  of  all  the  attention,  or 
perhaps  because  of  it,  we  seem  to  have  lost  our  bearings.   We 
need  to  refocus  our  attention  and  revitalize  our  policies. 
Northwest  sincerely  hopes  that  these  hearings  can  help  us  do 
both. 

Politically  and  diplomatically,  the  U.S.  international 
aviation  environment  has  never  been  more  contentious.   Since  the 
summer  of  1992,  we  have  been  embroiled  in  three  major,  frequently 
ugly,  aviation  disputes  with  our  largest  trading  partners  in 
Europe.    In  May  1993,  a  notice  of  renunciation  issued  by  France 
twelve  months  previously  took  effect.   Incredibly,  we  have  not 
had  a  bilateral  agreement  with  France  for  almost  an  entire  year. 

Since  March,  1992,  the  U.S.  aviation  relationship  with  our 
most  important  aviation  partner  in  Europe,  Great  Britain,  has 
deteriorated  to  the  point  that  the  United  States  has  threatened 
renunciation  —  a  step  that  so  far  as  we  can  tell,  never 
previously  has  been  considered  by  the  United  States  with  any 
trading  partner,  much  less  so  close  and  important  an  ally  as 
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Great  Britain. 

Finally,  since  early  1992,  until  last  month,  the  U.S. -German 
aviation  relationship  has  existed  under  a  cloud  of  renunciation, 
first  at  the  instance  of  the  German  government,  and  later  at  the 
instance  of  certain  U.S.  carriers. 

In  normal  times,  any  one  of  these  occurrences  would  be 
extraordinary;  for  all  three  to  be  occurring  simultaneously  tells 
us  that  there  are  unique  and  unprecedented  forces  at  work  in  the 
aviation  environment  that  require  governmental  policies  equal  to 
the  challenge. 

Northwest  is  convinced  that  all  three  aviation  crises  are 
deeply  rooted  in  the  financial  trauma  that  has  afflicted  the 
world's  airlines  for  the  past  three  and  one  half  years.   It  is 
almost  a  refrain  by  now,  but  it  bears  repeating:   The  U.S. 
airline  industry  has  lost  in  excess  of  $11  billion  since  the 
fourth  quarter  of  1990.   The  world's  airlines  lost  $15.6  billion 
in  that  same  time. 

In  response  to  these  dire  economic  conditions,  carriers  have 
had  to  pursue  all  available  measures  to  cut  costs  and  enhance 
revenues.   Some  of  these  strategies  —  cutting  labor  costs, 
canceling  aircraft  orders,  restructuring  route  systems  —  have 
few  if  any  bilateral  aviation  policy  implications.   Northwest 
itself  has  pursued  aggressively  all  of  these  strategies. 

Two  other  strategies,  however,  do  have  significant  bilateral 
implications.   These  are  (1)  trans-national  airline  alliances, 
and  (2)  protectionism.   Neither  of  these  strategies  can  occur 
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without  adjustments  to  underlying  bilateral  aviation  agreements. 

The  disputes  with  France,  Germany  and  Great  Britain  can  be  traced 

to  the  emergence  of  one  or  both  of  these  phenomena  in  each 

respective  bilateral  trade. 

The  French  and  German  Disputes 
Have  Protectionism  as  Their  Root  Causes 

France  has  been  tormented  by  Air  France's  bloated  cost 
structure  and  bureaucratic  sluggishness  for  years.   By  1992,  Air 
France's  problems  seemed  insoluble.   Just  a  few  weeks  ago.  Air 
France  announced  that  its  1993  losses  had  ballooned  to  a 
staggering  $1.5  billion,  requiring  the  French  government  to  put 
together  a  $3.4  billion  emergency  subsidy  which  is  now  undergoing 
EU  review  for  conformity  with  EU  subsidy  policies. 

In  early  1992,  in  light  of  the  indisputable  severity  of  Air 
France's  situation,  France  requested  continuation  of  a  capacity 
moratorium  that  had  been  in  effect  for  two  years  to  stabilize  Air 
France's  competitive  environment,  but  the  underlying  bilateral 
allowed  U.S.  carriers  complete  capacity  freedom,  and  the  United 
States  refused  to  seriously  address  France's  legitimate  concerns. 
So  the  French  renounced  the  bilateral,  and  France  thereby  secured 
the  ability  to  freeze  capacity  (and  all  other  terms  of  trade)  on 
its  terms,  not  negotiated  terms.   This  was  not  a  very  good 
outcome  for  the  U.S.  industry,  or  consumers. 

Germany's  problems  with  Lufthansa  have  been  almost  as  acute. 
Taking  its  cue  from  France,  Germany  also  demanded  a  capacity 
freeze.   During  the  course  of  difficult  bilateral  talks  on  this 
issue,  which  frequently  were  punctuated  by  German  threats  of 
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renunciation,  the  two  countries  reached  an  acccnuncdation.  I  will 
discuss  later  in  this  Statement  the  issues  relating  to  the  German 
accommodation . 

The  Root  Cause  of  the  British  Dispute  is 

British  Airways'  Desire  to  Create  an  Alliance 

British  Airways  sought  to  forge  an  alliance  with  a  U.S. 
carrier,  not  to  avert  an  existing  financial  crisis,  but  rather  to 
solidify  its  commercial  position  in  the  U.S.  market  for  the  long 
term,  and  thereby  assure  its  continued  financial  strength  and 
health.   Northwest  and  KLM  have  pursued  their  alliance  for 
similar  reasons. 

American  Airlines  has  vigorously  opposed  the  BA  alliance 
arguing  that  the  British  should  not  be  permitted  to  acquire 
enhemced  alliance-generated  access  to  the  U.S.  market  unless  the 
British  open  their  skies  to  U.S.  carriers. 

There  is  more  to  American's  position  than  meets  the  eye. 
Until  it  was  renegotiated  in  1991,  Bermuda  II  prohibited  any  U.S. 
carrier  other  than  TWA  and  Pan  Am  from  serving  London's  Heathrow 
Airport.   Pan  Am  had  virtually  no  domestic  route  system  of  its 
own  when  Bermuda  II  was  negotiated,  and  TWA's  domestic  system  was 
little  better.   The  U.S.  sought  to  substitute  United  and 
American,  the  two  largest  domestic  carriers,  for  Pan  Am  and  TWA 
in  1991,  but  the  British  held  fast  to  their  bilateral  right  to 
refuse,  insisting  the  substitution  of  American  and  United  for  Pan 
Am  and  TWA  would  seriously  unbalance  the  overall  contours  of  the 
bilateral  relationship  in  favor  of  the  United  States.   The 
British  relented  only  when  the  United  States  offered  British 
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carriers  access  to  U.S.  domestic  traffic  flows  through  code 
sharing  with  U.S.  carriers,  which  the  British  argued  would  enable 
British  carriers  to  maintain  pre-existing  balance. 

American  heartily  supported  this  accommodation, 
complimenting  Secretary  Skinner  for  doing  "a  masterful  job  of 
successfully  completing  an  extremely  difficult  negotiation  with 
the  British."'  American  immediately  began  using  its  newly 
acquired  Heathrow  rights. 

It  was  not  heard  to  complain  about  the  code  sharing  part  of 
the  bargain  until  British  Airways  attempted  to  utilize  these 
rights  some  18  months  later  when  it  announced  its  alliance  with 
USAir.   Since  that  time,  American  has  steadfastly  maintained  that 
the  British  should  not  be  permitted  to  pursue  the  USAir  alliance 
because  it  has  placed  the  bilateral  relationship  in  imbalance. 

The  real  problem  here  is  that  American  (and  for  a  while 
United  and  Delta  as  well)  has  been  unable  to  forge  a  major 
alliance  of  its  own  in  Europe.   It  tried  with  Lufthansa,  but 
failed.   We  believe  this  whole  dispute  boils  down  to  a  delaying 
action  by  non-aligned  carriers  to  keep  competitors  from  jumping 
too  far  out  in  front  before  they  can  secure  alliances  of  their 
own.   Certainly  United  Air  Lines'  position  on  this  same  issue, 
first  opposing  USAir-BA  (before  its  own  alliance  with  Lufthansa) , 
and  then  supporting  it  (after  the  Lufthansa  deal)  supports  this 


'statement  of  Donald  J.  Carty,  Executive  Vice  President- 
Planning  and  Finance,  American  Airlines,  contained  in  American 
Airlines  Press  Release  dated  March  14,  1991. 
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thesis.^ 

Thus,  while  American  seeks  to  portray  the  dispute  as  an 
effort  by  the  British  to  protect  their  carriers,  the  central  fact 
of  this  dispute  remains  that  the  United  States  secured  an 
extremely  valuable  right  —  the  right  for  two  U.S.  carriers  to 
serve  Heathrow  Airport  —  and  paid  for  this  new  access  by 
granting  reciprocal  access  by  British  carriers  to  the  U.S. 
domestic  market.   The  British  have  not  embarked  upon  any  new 
protectionist  program.   They  are  merely  seeking  to  have  the 
benefit  of  their  1991  bargain. 

This  was  the  right  decision  for  the  United  States,  even 
though  Northwest  (and  the  other  non-Heathrow  operators)  got 
nothing  out  of  this  agreement  but  a  more  difficult  competitive 
environment.   We  now  faced  significantly  stronger  U.S. 
competitors  than  Pan  Am  and  TWA  had  been,  and  we  also  faced 
significantly  stronger  British  competition  because  of  the  code 
sharing  that  had  been  authorized.   Nevertheless,  Northwest  did 
not  object  to  this  agreement,  because  we  recognized  that  it  would 
have  been  inconsistent  with  fundamental  U.S.  trading  interests  if 
the  United  States  had  failed  to  preserve  the  rights  of  at  least 
two  carriers  to  continue  to  serve  Heathrow  Airport. 

U.S.  Interests  Are  Promoted  by  Open  Transportation  Markets 

Protectionist  policies  of  foreign  governments  are  always 
inconsistent  with  U.S.  interests.   U.S.  carriers  are  the  most 


^We  assume  that  Delta  will  similarly  withdraw  its  opposition 
to  USAir-BA  if  its  own  marketing  agreement  with  Virgin  Atlantic 
is  approved. 
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efficient  in  the  world.   In  economic  terms,  we  have  a 
"comparative  advantage"  in  air  transportation.   Consumers  benefit 
when  U.S.  carriers  are  free  to  increase  output  as  they  deem 
appropriate;  conversely,  U.S.  trade  interests  and  consumers' 
interests  are  harmed  when  foreign  governments  restrict  U.S. 
carrier  output. 

Because  it  is  axiomatic  that  U.S.  carriers  win  in  a  free  and 
open  competitive  environment,  it  follows  that  U.S.  aviation 
policy  should  have  as  its  ultimate  goal  open  skies  with  other 
countries.   Identifying  what  we  should  want  is  the  easy  part. 
Getting  it  is  the  hard  part.   The  vast  majority  of  foreign 
governments  reject  open  skies  because  of  the  threat  open 
competition  presents  to  their  inefficient  carriers,  companies 
that  frequently  labor  under  a  comparative  disadvantage.   Other 
countries  reject  open  skies  because  of  insoluble  infrastructure 
deficiencies  that  prohibit  unconstrained  facilities  access.   Only 
The  Netherlands,  a  steadfast  champion  of  free  trade  and  open 
markets,  has  been  willing  and  able  to  sign  an  open  skies 
agreement . 

Accordingly,  we  have  found  ourselves  unable  to  negotiate 
ourselves  into  open  skies  diplomatically.    In  the  real  world 
that  U.S.  aviation  policy  makers  and  negotiators  confront,  the 
rest  of  the  world  is  not  prepared  to  permit  U.S.  carriers  to  have 
free  reign.   With  rare  exceptions,  only  when  there  are  economic 
forces  compelling  other  countries  and  their  carriers  to  open 
their  markets  does  the  United  States  have  a  realistic  opportunity 
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to  sectire  open  trade.   And  in  those  cases  where  infrastructure 
deficiencies  prohibit  unconstrained  access,  even  compelling 
economic  forces  must  fail. 

Some  carriers  have  been  urging  that  the  United  States  create 
the  requisite  compelling  economic  leverage  by  renouncing  existing 
bilateral  agreements.   For  reasons  discussed  in  more  detail  later 
in  this  statement,  we  believe  renunciation  as  a  strategy  for  the 
United  States  is  counterproductive,  unacceptably  confrontational, 
and  utterly  self -destructive.   It  should  ordinarily  play  no  part 
in  our  strategic  calculations.   The  United  States  is  far  more 
likely  to  produce  positive  economic  results  by  instead  planting 
open  trade  seeds  throughout  the  world  by  aggressively  pursuing 
open  skies  agreements  with  all  nations  who  are  willing  to  sign 
them.   As  a  critical  part  of  such  agreements,  we  should  allow 
their  carriers  to  have  the  full  benefits  of  unrestricted  trans- 
national alliances  in  the  U.S.  market  if  they  so  desire.   Such 
agreements  and  alliances  unleash  powerful  collateral  competitive 
pressures  on  protectionist  governments.   Over  time,  these 
pressures  will  compel  them  to  become  liberal. 

The  U.S. -German  negotiations,  recently  concluded,  are  a  case 
study  of  how  the  carrot  of  alliance  works  better  than  the  stick 
of  renunciation.   We  are  certain  that  the  U.S. -Dutch  agreement, 
and  the  resulting  Northwest/KLM  alliance,  is  what  induced  the 
Germans  to  seek  an  alliance  of  their  own.   During  the  course  of 
the  two-year  negotiation  with  Germany,  the  Northwest/KLM  alliance 
was  approved  and  took  root  in  the  U.S. -Europe  market,  including 
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the  U.S. -Germany  market.   This  increased  the  pressure  on 
Lufthansa's  North  Atlantic  business  —  pressure  Germany  could  not 
effectively  regulate.   The  presence  of  this  new  form  of 
competition  prompted  Lufthansa  to  find  an  alliance  of  its  own, 
which,  in  turn,  changed  the  entire  face  of  the  U.S. -German 
negotiations.   Germany  now  sought,  in  addition  to  a  freeze,  the 
right  for  its  carrier  to  participate  in  a  trans-national  alliance 
with  a  U.S.  carrier  through  code  sharing.   The  U.S.  made  it  clear 
that  Lufthansa  could  not  have  both  —  it  could  not  have  a 
Northwest/KLM  style  alliance  without  opening  its  skies.   This 
forced  Germany  to  soften  its  demands  for  protectionist  measures 
in  order  to  satisfy  its  newly  discovered  competitive  need  for  an 
alliance. 

Thus,  what  had  been  a  strong  Geirman  demand  for  a  total 
freeze  on  capacity,  which  the  Germans  had  insisted  was  non- 
negotiable,  evolved  into  a  significantly  less  onerous  arrangement 
than  the  Germans  originally  had  sought,'  and  irreplaceable  U.S. 
carrier  fifth  freedom  route  rights,  tracing  their  origin  to  the 
original  U.S. -German  bilateral  of  1955,  for  service  to  and  beyond 
Germany  were  preserved  in  the  face  of  German  demands  to  render 


'The  Germans  had  demanded,  among  other  things,  that  the 
United  States  agree  that  U.S.  carriers'  market  share  in  the  U.S.- 
German market  not  be  permitted  to  exceed  60%,  and  if  such  were  to 
occur,  the  two  sides  would  force  the  elimination  of  U.S.  capacity 
down  to  a  60%  level.   This  demand  was  dropped.   Moreover,  the 
original  freeze  proposal  made  no  provision  for  growth.   The 
agreement  negotiated  makes  modest  provision  for  growth. 
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them  virtually  useless.* 

On  the  other  hand,  while  the  U.S.  granted  Lufthansa  the 
opportunity  to  form  an  alliance,  the  marketing  arrangements 
authorized  by  the  agreement  are  heavily  restricted,  and  fall  far 
short  of  a  true  alliance.   The  amount  of  code  sharing  that 
Lufthansa  may  deploy  is  severely  restricted.'   In  addition,  the 
United  States  withheld  antitrust  immunity. 

Renunciation  was  avoided.   Rights  were  preserved.   And  to 
add  alliance  balance  to  the  new  bilateral  relationship,  Germany 
has  agreed  to  permit  two  U.S.  airline  alliances  to  code  share 
into  Germany  via  a  third  country.   Northwest  has  been  selected  as 
one  of  these  airlines,  and  it  now  places  its  code  on  an  agreed 
number  of  KLM's  Amsterdam  flights  into  eight  German  cities, 
further  enhancing  the  competitive  value  of  the  Northwest/KLM 
alliance,  particularly  in  the  German  market,  and  U.S.  carrier 
access  to  European  and  German  traffic  flows. 

The  Germans  now  will  have  a  taste  of  the  benefits  of 
alliance,  and  we  are  certain  they  will  be  back  for  more.   When 


*The  Gemnans  had  demanded  that  U.S.  carriers  be  permitted  to 
serve  no  more  than  ten  German-5th  freedom  city  pairs  on  an 
intermediate  and  beyond  basis,  and  that  no  more  than  one  U.S. 
carrier  be  permitted  to  serve  any  one  such  city  pair.   Such  a 
regime  would  have  devastated  the  fifth  freedom  networks  of  Delta, 
United  and  TWA.   This  idea  was  dropped  in  its  entirety  by  the 
Germans. 

'Lufthansa  may  not  code  share  on  more  than  140  round  trip 
frequencies  in  the  first  year  of  the  agreement.   This  number 
increases  to  280,  3  50  and  3  50  in  years  two,  three  and  four 
respectively.   With  such  a  frequency  limitation,  in  the  first 
year,  assuming  Lufthansa  would  want  to  display  daily  service  in 
all  of  its  code  share  markets,  Lufthansa  is  effectively 
restricted  to  twenty  U.S.  city  code  share  opportunities. 
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they  come  back,  they  will  have  to  put  open  skies  on  the  table. 
Recognizing  this,  the  Germans  already  have  committed  to  negotiate 
a  true  open  skies  regime  at  the  conclusion  of  the  four  year 
freeze.   It  is  expected  the  first  round  of  open  skies  talks  will 
occur  next  month.   We  believe  there  is  a  good  chance  these  talks 
will  produce  open  skies  with  Germany  —  perhaps  sooner  then  most 
skeptics  think.   Northwest  strongly  supports  this  agreement. 

Clearly,  reaching  this  accommodation  in  this  situation  was 
the  right  U.S.  policy.   We  should  in  all  cases  seek  to  secure  the 
most  liberal  bilateral  agreements  possible,  but  we  believe  it 
will  be  the  rare  case  when  no  bilateral  is  better  than  a 
restrictive  one.   Thus,  Northwest  strongly  believes  that  the 
United  States  first  should  make  all  reasonable,  non- 
confrontational  efforts  to  secure  open  skies  agreements.   If  that 
is  not  possible,  we  should  (1)  endeavor  to  accommodate  the 
political  needs  of  other  government;  (2)  withhold  full-scale 
alliance  access  to  our  market;  and  (3)  aggressively  promote 
commercial  conditions  through  bilateral  relationships  with  other 
countries  that  will  maximize  pressure  on  protectionist 
governments  to  relent. 

Alliances  Should  Be  A  Central  Part  of  U.S.  Aviation  Policy 

The  bilateral  strategy  Northwest  has  advanced  depends 
heavily  on  U.S.  promotion  of  trans-national  airline  alliances. 
Airline  alliances  permit  airlines  dramatically  and  efficientlv  to 
expand  their  global  reach,  benefitting  carriers,  consumers  and 
United  States'  trading  interests.   They  already  are  a  powerful 
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fixture  of  the  international  airline  environment.   Because 
airline  alliances  are  so  commercially  advantageous,  their 
competitive  impact  in  the  markets  of  restrictive  governments  — 
which  impact  they  cannot  avoid  —  unleashes  powerful  competitive 
forces  that  in  our  judgment,  inevitably  will  induce  reluctant 
countries  to  open  their  skies  to  U.S.  carriers  as  the  price  for 
obtaining  their  own  alliances.   An  examination  of  the  commercial 
forces  that  have  led  many  airlines  to  pursue  trans-national 
alliances  is  necessary  to  appreciate  why  this  is  so. 

Alliances  are  a  commercial  imperative  for  two  reasons:   (1) 
with  few  exceptions,  airlines  must  establish  networks  to  achieve 
efficiencies;  and  (2)  unilateral  construction  of  global  networks 
by  individual  airlines  is  impossible.   Indeed,  it  can  be  argued 
that  U.S.  airlines  set  themselves  up  for  the  staggering  losses  of 
recent  years  through  their  determination  to  follow  a  risky 
strategy  of  each  growing  itself  into  a  ubiquitous  nation-wide 
network,  available  to  all  domestic  travelers  and  as  many 
international  travelers  as  possible.   The  aim  of  these  networks 
has  been  to  cover  the  whole  country,  and  ultimately,  the  whole 
world.   The  impetus  to  build  these  networks  has  been  so  strong 
that  airlines  have  pursued  them  despite  unfavorable  economic 
conditions  and  the  stubborn  parallel  determination  of 
competitors . 

As  the  losses  mounted,  airlines  realized  they  had  a  dilemma. 
Networks  are  the  logical  and  efficient  way  for  an  airline  to  do 
business,  but  in  their  creation,  in  a  competitive  market,  with 
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several  airlines  endeavoring  to  create  universal  networks 
simultaneously,  there  is  a  powerful  tendency  towards 
unsustainable  over-capacity. 

We  still  believe  there  are  significant  economies  of  scale  in 
networking  airline  operations,  and  we  still  see  a  great  economic 
impetus  to  create  global  networks.   We  believe,  however,  that 
airlines  cannot  unilaterally  grow  themselves  into  complete  global 
networks,  funded  with  their  own  airplanes,  their  own  airport 
facilities,  and  their  own  employees.   Airplanes  are  too 
expensive,  airport  facilities  are  too  scarce,  demand  is  not 
infinitely  elastic,  and  airline  managements  and  employees  do  not 
adapt  readily  to  significantly  different  cultures. 

For  all  of  these  reasons.  Northwest  has  concluded  that  the 
only  way  to  grow  existing  airline  networks  into  global  systems 
must  be  through  alliances  with  other  airlines. 

Northwest,  for  example,  has  a  mature  network  in  the  Pacific, 
centered  around  its  hub  at  Tokyo's  Narita  Airport.   We  started 
serving  Japan  in  1946  and  invested  billions  of  dollars  in  our 
Japanese  network  over  the  course  of  the  intervening  48  years. 
KLM  has  an  equally  well-developed  connecting  complex  at  Schiphol 
Airport  in  Amsterdam,  also  the  product  of  billions  of  dollars  in 
investment.   Neither  carrier  possibly  could  duplicate  what  the 
other  already  has  done,  yet  both  carriers  find  it  imperative  to 
access  the  other's  traffic  flows,  to  be  able  to  offer  customers 
single  point  of  sale  shopping  for  all  their  transportation  needs. 

Some  United  States  carriers  persist  in  asserting  that  they 
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intend  to  construct  new  hub  networks  of  their  own  in  Europe,  at 
some  of  the  most  expensive  and  congested  airports  in  the  world. 
However,  no  U.S.  carrier  has  ever  succeeded  in  establishing  a  new 
hub  on  top  of  an  existing  hub  in  this  country,  where  there  are  no 
bilateral  agreements  inhibiting  hub  construction,  and  where 
facilities  are  ample.   Recently,  TWA  tried  to  establish  a  mini 
hub  in  Atlanta  at  Eastern's  abandoned  gates,  and  failed.   The 
trend  in  this  country  is  towards  the  elimination  of  the  few 
remaining  two  carrier  hubs,  as  occurred  in  Atlanta  in  1991,  and 
as  we  now  are  witnessing  in  Denver,  not  the  creation  of  new  ones. 
There  are  only  two  left,  Chicago  and  DFW,  and  at  the  latter, 
Delta  lately  has  been  pulling  back  capacity.   Why  would  anyone 
believe,  therefore,  that  any  U.S.  carrier  is  being  realistic  when 
it  states  that  it  intends  to  establish  a  hub  in  Heathrow  Airport 
to  compete  head  to  head  with  British  Airways? 

We  do  not  believe  these  assertions  are  credible,  because 
they  defy  common  sense,  logic  and  experience.   We  do  not  believe 
any  U.S.  carrier  can  duplicate  the  intra-Europe  hub  coverage  of 
KLM  at  Schiphol,  or  Lufthansa  at  Frankfurt,  or  British  Airways  at 
Heathrow,  or  SAS  at  Copenhagen,  or  Air  France  at  Paris.*  The 
conditions  that  permitted  construction  of  off-shore  hubs  in  the 
post  World  War  II  years  are  gone  forever. 

While  preserving  and  enhancing  existing  offshore  networks 


'indeed,  cabotage  constraints  aside,  we  do  not  believe  that 
any  foreign  air  carrier  could  establish  a  competitive  hub  with 
its  own  aircraft  at  any  existing  United  States  hub. 
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should  be  a  center  piece  of  U.S.  aviation  policy  because  of  their 
proven  value,  and  because  they  cannot  be  replicated,  U.S.  policy 
in  the  1990s  should  place  emphasis  on  securing  for  U.S.  carriers 
access  to  off-shore  traffic  flows  through  open  and  unrestricted 
trans-national  alliances. 

Our  pursuit  of  an  alliance  with  KLM  reflects  this 
fundamental  judgment  about  airline  economics.   KLM  and  Northwest 
mutually  are  determined  to  be  global  carriers,  but  we  will  do  so 
through  an  alliance  that  links  our  complementary  networks,  not 
through  reckless  and  unsustainable  internal  creation  of  duplicate 

hubs. 

Here  is  what  has  happened  so  far.   In  1989,  KLM  made  a  major 
investment  in  Northwest  Airlines.   Northwest  and  KLM  used  the 
first  few  years  to  implement  a  number  of  joint  activities  that 
achieved  modest  success.   The  most  significant  were  entirely  new 
services  between  Northwest's  two  domestic  hubs  in  Detroit  and 
Minneapolis/St.  Paul  to  KLM's  hub  at  Schiphol.   The  flights 
initially  were  operated  with  KLM  aircraft,  but  the  areas  in  which 
Northwest  and  KLM  could  cooperate  were  limited,  even  on  these 
flights,  because  of  the  absence  of  an  open  skies  agreement 
between  the  United  States  and  The  Netherlands. 

Thus,  Northwest  purchased  144  seats  from  KLM,  placed  its  own 
code  along  side  KLM's  code  on  each  flight,  took  the  inventory 
risk  for  each  seat,  and  established  its  own  fares  without 
consultation  with  KLM.   KLM  did  the  same  for  the  144  seats  it 
sold  on  each  flight.    We  did  not  collaborate  on  pricing, 
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inventory  control,  travel  agency  compensation  programs,  or  route 
planning,  nor  did  we  code  share  on  any  but  a  few  cities  behind 
Detroit  and  Minneapolis/ St.  Paul.   With  only  modest  cooperation 
tools  available  to  us,  we  made  only  a  limited  competitive  impact 
in  the  market. 

Then  in  late  1992  and  early  1993,  the  United  States  and  The 
Netherlands  signed  the  first  and  only  truly  open  skies  agreement 
in  the  world.   This  means  that  airlines  of  both  countries  can  fly 
from  any  point  in  either  country  to  any  point  in  the  other,  via 
any  intermediate  point,  and  beyond  to  any  point.   Fares  are 
totally  deregulated.   Routings  are  totally  deregulated.   Capacity 
is  totally  deregulated.   There  literally  are  no  restrictions. 
This  agreement  does  in  fact  permit  any  U.S.  carrier  to  build  an 
off  shore  hub  in  Amsterdam,  but  as  one  would  expect,  no  such 
activity  has  occurred,  although  other  U.S.  carriers  have  added 
service  to  Amsterdam.   They  are  free  to  add  as  much  as  they  want. 

As  part  of  the  Open  Skies  Agreement,  the  parties  agreed  that 
they  would  allow  airline  alliances  to  proceed  without  restriction 
so  long  as  the  carriers  constructing  the  alliance  satisfied 
merger  law  guidelines. 

Northwest  and  KLM  had  no  difficulty  satisfying  Justice 
Department  merger  guidelines,  as  each  had  but  four  percent  of  the 
transatlantic  market.   Separately,  neither  KLM  nor  Northwest  was 
a  major  force  in  the  Atlantic.   Combined,  they  would  be  a  strong 
and  viable  competitor. 

And  this  has  happened.   Northwest  and  KLM  now  have  a 
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commercially  effective  business  alliance.   We  conduct  our 
business  affairs  as  if  we  were  one  company.   We  price  together, 
plan  together  and  distribute  our  product  to  travel  agencies  and 
wholesalers  together.   We  even  use  a  common  logo  —  the 
Northwest/KLM  Seal  of  Partnership. 

By  cooperating  in  these  areas,  we  can  and  do  provide  a 
seamless  service,  and  we  hold  out  to  the  public  this  seamless 
service  as  a  unified  airline  syster:i  in  all  available  media: 
Television,  radio,  airport  signage,  print  advertising,  frequent 
flyer  mailings,  and  of  course  code  sharing  in  CRS  systems.   We 
now  code  share  to  55  cities  in  the  United  States,  and  2  5  cities 
in  Europe,  Africa  and  the  Middle  East. 

The  commercial  success  of  this  alliance  is  best  evidenced  by 
the  dramatic  increase  in  capacity  in  the  flights  connecting 
Northwest's  three  transatlantic  hubs  to  KLM's  hub  at  Amsterdam. 

In  the  summer  of  1992,  for  example,  we  started  the 
Minneapolis/St.  Paul-Amsterdam  service  with  three  flights  a  week 
with  a  total  of  971  seats  per  week.''  Last  summer,  we  operated 
daily  DC-10  service  with  a  total  of  1869  seats  per  week,  a  92.5% 
increase  in  capacity,  and  it  was  insufficient  to  meet  demand. 
This  summer,  we  will  be  up  to  eight  —  daily  B-747  service  with 
an  extra  DC-10  flight  on  the  week-ends  —  for  a  total  of  3151 
seats  per  week,  a  68.6%  increase  from  last  summer,  and  a  total 
increase  of  224.5%  in  just  two  years.   This  is  a  remarkable 
success  story  for  the  Northwest/KLM  alliance,  an  enormous  benefit 


'All  seat  counts  in  this  discussion  are  one  way. 
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for  consumers,  and  a  great  testament  to  the  U.S.  and  Dutch 
officials  who  made  it  all  possible  by  clearing  away  obstructive 
regulatory  underbrush. 

A  few  months  ago,  we  initiated  a  major  seat  sale  in  more 
than  20,000  U.S. -Europe,  Africa  and  Middle  East  city  pair 
markets.   We  believe  that  in  excess  of  18,000  of  these  city-pair 
markets  never  before  enjoyed  the  benefit  of  promotional  pricing, 
or  even  reasonably  priced  fares  —  only  high  formula,  usually 
lATA  constructed  interline  fares  were  available,  and  these  were 
beyond  the  means  of  many  consumers. 

The  alliance  produces  additional  benefits  for  consumers. 
These  include  the  issuance  of  all  boarding  passes  for  the  entire 
trip  at  originating  airports,  luggage  check-in  to  final 
destination,  blended  frequent  flyer  programs,  ground  handling, 
flight  dispatch  and  flight  catering,  and  our  newest  and  most 
ambitious  product.  World  Business  Class. 

The  foregoing  description  of  the  Northwest/KLM  alliance 
provides  a  concrete  insight  into  why  alliances  are  so  attractive 
to  airlines,  and  consximers.   A  person  living  in  Duluth,  Minnesota 
now  can  travel  to  Cairo,  Egypt  on  one  airline  system.   A  person 
living  in  St.  Petersburg,  Russian  Federation,  now  can  travel  to 
Sioux  Falls,  South  Dakota,  on  one  airline  system.   Only  through 
alliances  can  airlines  forge  networks  that  allow  provision  of 
convenient,  affordable  service  on  such  a  global  scale. 

As  the  Subcommittee  can  readily  see.  Northwest  is  a  true 
believer  when  it  comes  to  the  positive  public  interest  benefits 
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of  trans-national  airline  alliances.   And  we  firmly  believe  that 
Untied  States'  aviation  policy  should  follow  where  the  market  is 
leading,  both  because  alliances  are  good  for  U.S.  consumers  and 
businesses,  but  also  because  they  are  powerful  commercial  forces 
that  inevitably  will  drive  modifications  in  other  countries' 
restrictive  aviation  policies.   The  U.S. -Dutch  open  skies 
bilateral  is  the  first  and  most  significant  step  in  this 
direction. 

Alliances  Without  Open  Skies  Agreements 
We  believe  the  approach  pursued  in  the  recently  concluded 
German  negotiations  struck  the  proper  balance.   The  U.S.  side 
made  it  very  clear  that  the  German  carrier  could  enjoy  the  same 
type  of  unrestricted  alliance  with  a  U.S.  carrier  that  KLM  today 
enjoys  with  Northwest  only  if  the  Germans  would  sign  a  Dutch 
style  open  skies  agreement.   When  the  Germans  refused  to  do  this, 
the  U.S.  insisted  on  a  significant  diminution  in  the  value  of  the 
marketing  relationship  the  German  carrier  could  have  with  a  U.S. 
carrier.   First,  while  Lufthansa  would  be  permitted  to  code  share 
with  United  Air  Lines,  its  marketing  partner,  it  has  been 
restricted  to  no  more  than  14  0  round  trip  code  share  frequencies 
per  week  in  the  first  year  of  the  agreement.'  By  contrast,  KLM 
today  code  shares  with  Northwest  on  4  62  weekly  round  trip 
frequencies  serving  55  cities  in  the  United  States  and  this 
number  expands  every  month.   It  will  be  847  round  trip 


'The  number  increases  to  280,  350  and  350  in  years  two, 
three  and  four. 
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frequencies  serving  87  cities  by  the  end  of  the  year.   There  are 
no  restrictions  on  the  number  of  such  code  share  frequencies  in 
the  U.S. -Dutch  bilateral. 

In  addition,  because  Germany  has  refused  to  sign  an  open 
skies  agreement,  United  and  Lufthansa  are  not  permitted  to  fully 
integrate  their  commercial  activities.   We  believe  this 
inhibition  will  produce  additional  pressure  on  Germany  and 
Lufthansa  to  pursue  open  skies. 

Restricting  the  reach  and  scope  of  any  marketing  cooperation 
agreement  proposed  in  a  non-open  skies  environment  is,  we 
believe,  the  correct  U.S.  policy.   Marketing  agreements  without 
integration  of  operations  that  can  be  accomplished  only  under  an 
open  skies  agreement  are  diminished  in  value.    Just  last 
Wednesday,  USAir  reported  that  its  code-sharing  operation  with  BA 
was  carrying  only  60  passengers  per  day  each  way  between  3  6  U.S. 
cities  and  the  United  Kingdom.   Virtually  all  of  this  is  traffic 
that  USAir  formerly  carried  to  London  on  the  services  it  shed  to 
secure  Justice  Department  approval  of  the  BA/USAir  alliance.'  As 
USAir  points  out,  this  code  share  traffic  amounts  to  only  .004% 
of  the  total  traffic  between  the  United  States  and  the  United 
Kingdom. 

Thus,  it  does  not  appear  that  the  British  Airways-USAir  code 
sharing  relationship  has  significantly  altered  the  competitive 
balance  between  U.S.  and  British  carriers.   On  the  other  hand, 


'Answer  of  USAir,  Inc.  to  Petition  of  American  Airlines, 
Inc.  for  Reconsideration  of  Order  94-3-31  (April  18,  1994)  at  4- 
5. 
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the  British  ultimately  will  want  to  enhance  the  value  of  their 
relationship  with  USAir,  and  this  means  that  they  will  have  to 
entertain  open  skies. 

Renunciation  as  a  Bilateral  Weapon 

Bilateral  agreements  permit  either  side  to  renounce  the 
agreement  on  12  months  notice.   To  our  knowledge,  the  United 
States  never  has  renounced  any  bilateral,  except  in  broader 
political  contexts  such  as  suspension  of  all  diplomatic  relations 
for  non-aviation  reasons. 

There  is  good  reason  for  this.   Since  World  War  II,  it  has 
virtually  always  been  the  case  that  U.S.  air  carriers  have  craved 
maximum  access  to  world  markets.   As  a  result,  U.S.  policy  has 
always  been  more  liberal  than  the  rest  of  the  world.   This 
remains  true  today,  with  the  norable  exception  of  The 
Netherlands. 

In  these  circumstances,  bilateral  agreements  represent  for 
the  United  States  the  extraction  from  other  countries  of 
commercial  rights  they  otherwise  would  withhold  but  for  their 
need  for  access  to  the  U.S.  market.   Bilaterals  guarantee  these 
rights  for  U.S.  carriers,  and  permit  them  confidently  to  plan 
their  commercial  operations  in  a  stable  and  secure  environment. 
Bilaterals  are  crucial  political  underpinnings  for  stable 
commercial  operations. 

The  absence  of  a  bilateral  means  that  air  transportation 
occurs,  if  at  all,  pursuant  to  principles  of  comity  and 
reciprocity.   This  means  that  I  will  let  you  operate  a  flight  if 
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you  will  let  me  to  operate  a  flight.   Neither  side  has  any  rights 
under  such  a  regime. 

In  a  comity  and  reciprocity  regime,  the  country  with  the 
most  restrictive  policy  unilaterally  dictates  the  level  of 
commercial  activity.   It  is  air  transportation  by  least  common 
denominator.   Since  the  United  States  is  always  more  liberal  than 
its  trading  partner,  it  follows  that  U.S.  interests  always  lose 
in  comity  and  reciprocity  regimes. 

Thailand,  for  example,  renounced  its  bilateral  with  the 
United  States  in  1990.   At  the  time  of  the  renunciation,  Delta 
and  United  both  served  Thailand,  but  with  smaller  aircraft  than 
they  now, operate.   When  larger  aircraft  were  substituted, 
Thailand  refused  to  permit  the  extra  seats  to  be  sold,  and  both 
carriers  have  had  to  "rope  off"  the  extra  seats  —  a  severe 
economic  penalty. 

The  United  States  has  been  powerless  to  prevent  the  Thais 
from  enforcing  their  unilaterally  imposed  rule.   In  the  absence 
of  a  bilateral,  the  United  States  has  no  legal  right  to  assert. 
Further,  the  fact  that  Thai  Air  is  content  to  provide  far  less 
service  to  the  United  States  than  is  provided  by  U.S.  carriers  to 
Thailand  leaves  the  U.S.  with  no  leverage,  as  it  cannot  be  said 
that  Thailand's  rule  constitutes  a  failure  of  "comity  and 
reciprocity."   If  there  were  a  bilateral,  this  could  not  legally 
have  occurred.   France  today  is  in  a  similar  position  of  being 
able  unilaterally  to  determine  the  terms  of  competitive 
engagement. 
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The  only  circumstance  where  renunciation  might  produce  a 
better  result  is  one  where  the  United  States  would  use  the  threat 
of  renunciation  and  the  total  cessation  of  air  services  in  the 
absence  of  a  bilateral  as  a  negotiating  weapon  to  secure  open 
skies.   Like  nuclear  war,  however,  the  value  of  threatening  total 
cessation  of  air  service  lies  mostly  in  the  threat,  not  the  act, 
since  the  actual  cessation  of  air  service  between  any  two 
countries  is  a  trade  disaster  of  immense  proportions  for  the 
countries,  their  businesses  and  their  consumers.   We  do  not 
believe  the  United  States  would  ever  take  so  extreme  a  step  with 
a  friendly  nation  and  ally  like  Great  Britain  or  Germany,  nor  do 
we  believe  it  should.   If  we  are  correct  in  this  assessment, 
renunciation  can  produce  only  one  of  two  results:   (1)  comity  and 
reciprocity;  or  (2)  a  new  and  weaker  bilateral,  since  the 
prospect  of  a  comity  and  reciprocity  regime  puts  pressure  on  the 
United  States,  not  the  other  side,  to  make  compromises.'" 

Renunciation,  therefore,  is  something  to  be  avoided  except 


'°In  the  mid  1980s,  renunciation  by  Peru  did  produce  a 
cessation  of  all  air  service  for  approximately  three  years.   One 
would  have  supposed  that  given  the  importance  of  the  U.S.  market 
to  the  Peruvians,  and  the  relative  unimportance  of  the  Peruvian 
market  to  U.S.  carriers,  the  U.S.  would  have  wielded  considerable 
leverage  in  the  ensuing  negotiations.   Yet,  when  the  parties 
finally  reestablished  formal  bilateral  relations  in  late  1986, 
the  new  agreement  eliminated  important  fifth  freedom  and  all 
cargo  rights  for  U.S.  carriers  that  the  previous  agreement  had 
contained.   After  a  total  cessation  of  service,  the  replacement 
agreement  was  worse  than  its  predecessor. 

The  same  holds  true  for  the  Bermuda  II  Agreement.   Bermuda 
II 's  predecessor  permitted  multiple  designation  of  U.S.  carriers 
from  any  U.S.  city  to  any  airport  in  London,  and  open  beyond 
(fifth  freedom)  rights.   As  we  all  know,  Bermuda  II  eliminated 
all  of  these  rights. 

23 


260 


in  circumstances  where  the  bilateral  agreement  becomes  so 
offensive  to  fundamental  U.S.  trading  interests  that  comity  and 
reciprocity  would  give  the  United  States  needed  and  otherwise 
unavailable  leverage  to  redress  extreme  and  harmful  aviation 
trade  abuses  by  the  other  side.   There  is  no  bilateral  regime  in 
existence  today  to  which  the  United  States  is  a  party  that  meets 
this  standard.   And  that  certainly  includes  the  Bermuda  II  Air 
Services  Agreement  with  the  United  Kingdom. 

Foreign  Investment 

There  have  been  many  proposals  to  liberalize  foreign 
investment  rules,  and  Northwest  believes  the  time  is  at  hand  to 
enact  liberalizing  legislation.   Capital  should  be  permitted  to 
flow  freely  across  borders,  and  we  see  little  reason  to  apply  a 
laundry  list  of  conditions  that  must  be  satisfied  before  foreign 
investment  in  U.S.  airlines  can  be  made. 

If  there  are  concerns  that  U.S.  firms  lack  investment 
reciprocity,  or  that  the  bilateral  is  illiberal  and  a  foreign 
airline  investor  is  seeking  to  acquire  non-reciprocal  back  door 
access  to  the  U.S.  market,  that  can  and  should  be  addressed  fully 
and  directly  by  existing  regulatory  powers.   The  U.S.  can  deny  an 
airline  investor  the  right  to  code  share,  the  right  to  common 
brand,  and  it  can  withhold  antitrust  immunity. 

This  is  precisely  the  state  of  affairs  with  Air  Canada's 
investment  in  Continental.   In  light  of  Canada's  refusal  to 
modify  its  highly  restrictive  bilateral  with  the  United  States, 
Air  Canada  has  been  prevented  from  cooperating  with  Continental, 
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in  whom  it  made  an  investment  in  early  1993,  in  any  meaningful 
way.   This  should  remain  U.S.  policy.   We  assume  that  eventually. 
Air  Canada  will  grow  impatient  with  its  inability  to  extract  any 
strategic  commercial  value  from  its  investment  in  Continental, 
and  that  this  will  lead  to  a  more  liberal  bilateral.   The  irony 
of  this  situation  is  that  not  only  has  Air  Canada's  foreign 
investment  in  Continental  not  permitted  it  to  secure  "back  door" 
access  to  the  U.S.  market;  this  particular  foreign  investment 
actually  created  negotiating  leverage  for  the  United  States  that 
it  previously  did  not  have. 

Conclusion 
The  world  of  international  aviation  is  changing  at  a  very 
rapid  pace.   All  governments,  including  our  own,  are  struggling 
to  keep  up.   Because  our  industry  is  so  important  to  our  nation's 
overall  economic  position  in  the  world,  extraordinary  resources 
must  be  dedicated  to  the  task.   We  compliment  the  Chairman  and 
this  Subcommittee  for  holding  this  important  and  timely  hearing. 
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John  D.   Solomon 


TESTIMONY  OF  U.S.  AIRPORTS  FOR  BETTER  INTERNATIONAL  AIR  SERVICE 

(USA-BIAS) 


Before  the  House  Subcommittee  on  Aviation 

At  a  Hearing,  April  27,  1994  on 
United  States  International  Aviation  Policy 

Mr.  Chairman,  and  members  of  the  Subcommittee.  On  behalf  of  U.S.  Airports  for 
Better  International  Air  Service  (USA-BIAS)  I  appreciate  the  opportunity  to  testify  before  your 
Subcommittee  today  on  U.S.  International  Aviation  Policy.  USA-BIAS,  as  you  know,  is  a 
coalition  of  over  30  airport  communities  throughout  the  United  States.  Our  members  operate 
some  of  the  largest  public  airports  in  the  world  ~  and  many  smaller  ones  as  well.  We  currently 
account  for  over  40  percent  of  all  passengers  boarded  at  U.S.  airports  each  year.  USA-BIAS 
was  formed  some  five  years  ago  to  advance  as  its  primary  goal  increased  international  air  service 
to  and  from  the  communities  in  which  our  airports  are  located.  (A  list  of  USA-BIAS  members 
appears  at  the  end  of  this  testimony.) 

Like  many  who  will  testify  before  the  Subcommittee  today,  members  of  USA-BIAS  have 
been  disappointed  by  international  aviation  developments  over  the  past  18  months.  However, 
we  see  the  creation  of  an  international  aviation  policy  as  a  golden  opportunity  for  the 
Administration  to  boost  economic  activity  and  jobs  in  many  cities  across  the  nation. 

In  its  actions  to  date  the  Administration  seems  to  have  devoted  most  of  its  attention  to 
commercial  disputes  and  rivalries  of  individual  airlines,  U.S.  and  foreign.  Its  failure  to 
recognize  the  broader  public  good  that  could  result  from  expanding  opportunities  for 
international  air  service  between  the  United  States  and  foreign  countries  has  been  disappointing. 

The  Relationship  of  Improved  International 
Air  Service  to  Jobs  and  Economic  Growth 

Shrinking  travel  time  expands  trade.  The  high  tech  and  service  oriented  industries,  which 
form  the  United  States'  most  competitive  elements  in  world  markets,  have  a  much  greater  need 
for  air  travel  to  service  their  customers  than  the  traditional  smokestack  industries.  Many  of 
these  companies  are  relatively  new.  They  have  grown  up  around  our  nation's  excellent  network 
of  domestic  air  services.  They  now  need  direct  international  service  to  reach  their  overseas 
customers.  You  cannot  trade  if  you  cannot  get  there  and  so  a  company's  trading  horizons  are 
largely  defined  by  the  markets  it  can  reach  within  a  day's  journey.  The  head  of  EDS  in  the 
national  capital  region  for  example  has  described  Washington  Dulles  as  "the  umbilical  cord  by 
which  we  reach  the  world's  markets  in  which  we  must  compete".  The  same  applies  to  numerous 
companies  in  our  member  cities. 
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The  jet  airplane's  ability  to  compress  the  time  and  cost  barriers  to  international  trade  and 
travel  has  created  a  new  international  tourism  industry  over  the  last  thirty  years.  It  is  now  a 
$1.5  trillion  a  year  industry.  It  employs  about  nine  percent  of  the  world's  adult  labor  force 
including  nine  percent  of  adult  Americans,  and  is  a  net  foreign  currency  earner  for  our  country. 
But  our  cities  can  participate  in  that  huge  and  expanding  market  only  when  they  are  connected 
to  sources  of  foreign  tourism  by  direct  flights.  The  international  tourist  spends  most  of  his 
money  where  he  gets  off  the  plane. 

In  the  big  picture  better  international  air  service  is  at  the  heart  of  our  nation's  ability  to 
expand  in  world  markets,  creating  jobs  for  Americans.  We  have  on  numerous  occasions 
demonstrated  the  direct  relationship  between  the  availability  of  international  air  service  and  the 
creation  of  jobs,  inward  investment,  expanded  trade  and  tourism. 

None  of  this  is  theoretical.  A  recent  study  of  the  economic  impact  of  23  new  direct 
international  services  inaugurated  at  USA-BIAS  communities  since  1989  shows  an  estimated 
$3.78  billion  in  new  economic  activity  during  the  first  year  of  service  from  passenger  travel 
alone.  A  survey  conducted  by  ten  of  our  members  indicated  that  each  new  international  route 
depending  on  the  size  of  aircraft  used  and  the  value  of  the  market  served  adds  between  $250 
million  and  $720  million  to  a  community's  economic  activity.  These  gains  derive  regardless  of 
whether  the  service  is  offered  by  a  U.S.  or  a  foreign  carrier. 

Consequently,  our  members  believe  diat  the  crafting  of  an  international  aviation  policy 
presents  a  golden  opportunity  for  the  Administration  to  help  both  our  air  transport  industry  and 
our  economy. 

In  seeking  new  opportunities  we  believe  the  Administration  should  focus  its  efforts  on 
the  major  international  markets  and  on  smaller  markets  which  are  willing  to  enter  into  liberal 
or  open  skies  agreements  with  the  United  States.  Canada  and  the  other  nine  markets  in  the  top 
ten  account  for  70  percent  of  all  our  international  passenger  business.  That  is  where  the  bulk 
of  U.S.  businessmen  want  to  go;  that  is  where  our  foreign  tourists  are  coming  from;  and  that 
is  where  the  preponderance  of  U.S.  airline  revenues  and  assets  are  committed. 

Canada;  Our  Biggest  Opportunity  for  New  Service 

Canada  presents  the  single  largest  economic  growth  and  air  service  opportunity  and 
should  be  the  major  priority.  Air  service  between  the  United  States  and  Canada  is  restricted  by 
an  anachronistic  agreement  which  has  not  been  amended  since  1974  when  both  countries'  air 
transport  industries  were  regulated.  Many  of  our  nation's  busiest  airports  and  leading  tourism 
centers  are  not  even  on  the  route  map  for  scheduled  jet  service  to  Canada. 

A  new  liberal  agreement  which  progressively  eliminated  these  restrictions  would  generate 
five  to  seven  million  passengers  a  year  for  the  air  carriers  of  both  nations.  More  importantly 
such  a  liberal  agreement  with  Canada  would  generate  more  than  $10  billion  a  year  in  new 
economic  activity  on  both  sides  of  the  border  and  produce  more  than  200,000  jobs  including 
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6,000  in  the  air  transport  industry  for  the  economies  of  both  nations.  The  appendix  to  our 
testimony  includes  both  the  basis  for  a  new  agreement  drafted  by  a  total  of  32  U.S.  and 
Canadian  cities  after  consultation  with  both  governments  and  with  many  air  carriers,  and  a  list 
of  more  than  50  urgently  needed  new  transborder  services  in  the  Canadian  market  alone. 

As  cities  we  are  not  alone  in  our  concerns.  For  example  our  Canadian  proposal  has  been 
endorsed  by  the  23,000  members  of  the  American  Society  of  Travel  Agents  in  129  countries, 
by  the  Air  Freight  Association  and  by  others.  The  fact  that  our  free  trade  agreement  with 
Canada  stops  six  feet  above  the  ground  is  inconsistent  with  the  NAFTA  goal  of  creating  a  strong 
and  vibrant  North  American  common  market.  In  a  era  when  business  and  tourism  are  dependent 
on  readily  available  scheduled  air  service  the  absence  of  an  equally  free  aviation  agreement  with 
our  Canadian  partner  can  only  inhibit  the  promise  of  NAFTA. 

U.S.  Secretary  of  Transportation  Pena  and  Canadian  Minister  of  Transport  Young  will 
meet  later  this  week  on  April  29,  1994  in  Washington  as  part  of  a  NAFTA  transportation 
summit.  They  should  be  encouraged  to  set  their  staffs  to  work  to  create  a  new  liberal  agreement 
with  our  Canadian  neighbor  -  an  agreement  that  can  be  signed  by  the  end  of  the  year.  After 
20  years  of  finding  problems  for  every  solution  it  is  time  that  both  countries  opened  the  air 
service  border  to  accelerate  economic  growth. 

Code-Sharing;  A  Misplaced  U.S.  Gnvpmmpnt  Prioritv 

The  in-attention  on  Canada  contrasts  with,  and  many  U.S.  cities  frankly  are  perplexed 
by,  the  importance  attached  in  recent  bilateral  negotiations  to  the  extension  of  code  sharing 
between  U.S.  and  foreign  carriers.  Such  rights  are  of  limited  value  to  our  cities  and  the 
traveling  public.  While  code  sharing  may  add  some  competitive  indirect  routings  for  some  of 
our  members  it  provides  little  or  no  hard  benefits  such  as  more  direct  routes  for  passengers  and 
cargo.  With  certain  exceptions  it  adds  no  new  flights.  Code  sharing  like  in-flight  meals  may 
be  an  important  element  in  the  competitive  battles  among  airlines,  but  it  is  doubtful  value  to  our 
communities'  economies.  Code  sharing  should  not  replace  or  reduce  the  Administration's 
determination  to  seek  more  international  route  opportunities  for  American  cities  whether  they 
are  served  by  United  States  or  foreign  carriers. 

USA-BIAS  does  not  object  to  die  negotiation  of  code  sharing  rights  per  se,  but  we  do 
object  when  disputes  over  code  share  rights  are  considered  of  greater  importance  than  the 
negotiation  of  more  liberal  bilateral  route  provisions.  We  believe  the  Clinton  Administration 
should  direct  U.S.  negotiators  to  treat  code  sharing  as  matter  of  reciprocity  but  not  somediing 
traded  for  an  expansion  or  contraction  of  route  rights  to  U.S.  cities. 

Reaffirm  and  Expand  the  Cities  Program 

Due  to  our  deregulated  domestic  market,  there  is  a  tendency  to  believe  that  airlines 
compete  to  fill  international  demand.  Unfortunately  die  international  markets  with  one  or  two 
exceptions  are  not  deregulated.  They  are  heavily  restricted.   In  that  environment  today's  mega 
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carrier  does  not  need  to  develop  new  markets.  If  a  smaller  carrier,  perhaps  a  foreign  one, 
succeeds  in  gaining  a  new  route  the  mega  carrier  can  use  its  economic  power  to  take  the  market 
over  once  it  has  been  proven  by  others.  Consequently  incumbent  U.S.  carriers  generally  will 
resist  the  grant  of  new  rights  to  other  carriers  as  their  predecessors  did  before  them. 

That  is  why  the  Department  of  Transportation's  Cities  Program  created  in  1990  in 
response  to  our  concerns  is  so  important.  The  U.S.  communities  which  have  reaped  new 
international  services  under  this  program  include  Minneapolis/St.  Paul,  Baltimore,  Washington, 
Detroit,  Charlotte,  Philadelphia,  and  Miami.  It  is  a  valuable  program.  It  allows  a  foreign 
airline  to  introduce  a  new  international  service  to  a  U.S.  city  without  a  bilateral  negotiation 
provided  that: 

•  No  U.S.  airline  wishes  to  serve  the  route, 

•  A  liberal  bilateral  is  in  effect  with  the  foreign  carriers  homeland. 

Last  month,  after  many  months  of  delay,  the  Clinton  Administration  approved  the 
application  of  LACSA,  the  small  Central  American  carrier,  for  new  rights  to  serve  Tampa  under 
the  Cities  Program.  We  are  distressed  that  the  application  was  allowed  to  linger  so  long. 
However,  we  applaud  the  end  result  -  the  Administration's  practical  affirmation  of  its  support 
of  the  program  and  we  urge  the  Administration  to  adopt  the  program  as  its  own  and  to  seek 
ways  to  expand  its  benefits  in  the  coming  months.  High  on  the  agenda  should  be  action  on 
USA-BlAS's  October.  1992  Petition  to  expand  the  Cities  Program  to  include  all  cargo  aircraft. 
There  are  carriers  willing  to  provide  a  new  fireighter  service  from  U.S.  cities  to  foreign 
destinations  that  will  promote  U.S.  exports  and  encourage  inward  investment.  Authorizing  such 
service  would  be  consistent  with  the  Administration's  economic  priorities. 

Other  Opportunities:  All-Cargo,  United  Kingdom, 
More  Open  Agreements 

Speaking  of  all-cargo  service,  USA-BIAS  believes  that  the  Administration  should  put 
greater  effort  into  securing  an  open  skies  all-cargo  agreement  with  the  European  Union.  It  is 
an  objective  supported,  for  the  most  part,  by  U.S.  integrated  all-cargo  carriers  and  the  Air 
Freight  Association.  It  was  also  a  major  recommendation  of  the  Baliles  Commission.  Nothing 
could  make  more  sense  and  be  more  consistent  with  this  Administration's  job  creation  and  export 
promotion  policies,  than  to  conclude  an  open  skies  all-cargo  regime  between  the  United  States 
and  the  European  Union.  It  would  be  a  fu^st  step  toward  a  total  open  skies  regime  with  Europe. 
It  is  also  consistent  with  our  domestic  airline  history  that  saw  all  cargo  deregulation  precede  the 
deregulation  of  scheduled  passenger  services  in  the  late  70's.  Direct  contact  between  Secretary 
Pena  and  Ambassador  Kantor  with  European  Union  President  Jacques  Delors  and  the  Trade  and 
Competition  Commissioners,  Sir  Leon  Britton  and  Mr.  Van  Miert,  are  needed  to  jump  start 
these  talks.   We  urge  the  Subcommittee  to  raise  this  with  the  Administration. 
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Looking  beyond  Canada  and  the  cargo  opportunities,  the  U.K.  is  our  largest  overseas 
market.  USA-BIAS  believes  that  it  is  time  to  get  back  to  the  bargaining  table  with  a  new  spirit 
and  to  put  the  animosities  of  the  past  behind  us.  The  objective  is  to  open  up  this  critical  and 
long  restricted  market  even  if  the  opening  has  to  occur  on  a  phased  basis.  Recent  debate  has 
focused  far  too  much  on  code  sharing  and  investment  rights  when  there  are  opportunities  to 
secure  new  routes  between  major  cities  in  the  United  States  and  the  United  Kingdom.  If  total 
liberalization  including  Heathrow  access  is  not  possible  at  this  time,  then  let's  do  what  is 
possible.  Let's  seek  an  interim  agreement  that  will  open  up  the  U.K.'s  regional  airports  and 
London's  other  airports  at  Gatwick  and  Stansted.  What  is  important  to  U.S.  communities  is  first 
and  foremost  meaningful  access  to  London  for  diose  cities  that  do  not  already  have  it.  Access 
to  Gatwick  and  Stansted  is  better  than  no  access  at  all.  For  those  USA-BIAS  members  that 
already  have  access  to  London,  the  priority  is  Heathrow  access  (for  those  restricted  to  Gatwick) 
and  service  into  Manchester  and  the  U.K.'s  other  industrial  cities.  While  we  can  appreciate  the 
U.S.  carriers'  fixation  on  unrestricted  Heathrow  access,  adding  more  service  into  that  already 
congested  facility  may  not  produce  the  most  benefit  for  our  nation  here,  in  the  U.K.  or 
elsewhere.  This  focus  on  Heathrow  hinders  our  ability  to  seize  the  opportunities  that  clearly  are 
present  to  create  new  routes  between  the  United  States  and  the  U.K.  to  the  benefit  of  the 
traveling  public,  our  economy,  and  our  airline  industry. 

Further  market  openings  in  Europe  and  perhaps  Asia  could  be  secured  if  the 
Administration  were  to  seek  liberal  agreements  widi  any  willing  bilateral  partner.  Sad  to  say 
we  have  in  the  past  spurned  such  overtures  by  at  least  two  countries  on  the  basis  that  they  were 
too  small  to  be  significant.  USA-BIAS  members  submit  that  there  is  no  partner  who  is  too  small 
if  diat  partner  is  willing  to  enter  into  a  liberal  agreement.  For  example  an  open  skies  agreement 
was  concluded  with  the  Netherlands  that  has  been  enormously  successful.  A  surprising,  if  small 
number  of  U.K.  travelers  now  fly  to  the  United  States  via  Amsterdam  and  the  city  of  Dusseldorf 
is  concerned  that  the  leakage  of  substantial  numbers  of  its  travelers  each  year  by  ground 
transportation  to  nearby  cities  such  as  Amsterdam  hurts  their  economy. 

Similar  liberal  open  skies  agreements  with  small  countries  are  in  the  long  term  interest 
of  the  United  States.  They  open  new  markets  for  U.S.  cities;  they  assure  U.S.  carriers  of 
unrestricted  access  to  Europe;  and  they  demonstrate  the  United  States  commitment  to  an  airline 
policy  based  on  competition  rather  than  government  regulation.  Such  liberal  open  agreements 
should  be  encouraged  by  the  Administration. 

Shaping  the  U.S.  International  Aviation  Policy 

Mr.  Chairman,  we  recognize  that  air  transportation  was  a  key  concern  of  the  Clinton 
Administration  when  it  came  into  office.  Unfortunately  it  appears  its  excursions  into  the  air 
transportation  business  to  date  have  been  based  not  on  any  broad  policy  objectives  but  upon  a 
desire  to  solve  specific  ad  hoc  airline  problems.  The  economy,  however,  clearly  is  a  priority 
with  the  Clinton  Administration.   We  hope  that  they  will  now  craft  an  international  aviation 
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policy  which  can  support  their  economic  goals,  which  can  provide  benefits  to  the  airlines  as  well 
as  to  our  cities  and  which  sends  a  clear  message  to  our  aviation  partners,  a  message  based  on 
economic  principle. 

Cynics  will  note  die  political  pressures  that  come  from  Congress.  They  will  note  that 
our  bilateral  negotiators  must  listen  to  air  carriers  diat  change  their  policies  180  degrees  from 
one  country  to  the  next  depending  for  example  on  which  of  our  carriers  has  an  alliance  with 
which  foreign  carrier  that  week.  Therefore  they  will  say,  a  coherent  policy  is  not  practical. 
However,  if  the  Clinton  Administration  could  develop  a  consistent  international  aviation  policy 
based  on  economic  benefit,  it  would  have  a  yard  stick  against  which  to  measure  the  minutiae  of 
day  to  day  negotiations  against  the  broad  national  interest. 

On  that  high  ground,  we  do  not  think  the  Administration  is  as  far  off  the  mark  as  some 
of  its  recent  actions  would  suggest.  As  DOT  Secretary  Pena  stated  in  his  Dallas  speech  before 
the  lATA  last  year,  his  constituents  in  shaping  U.S.  international  aviation  policy  are  the 
traveling  and  shipping  public,  the  airlines  and  those  U.S.  cities  desiring  better  international  air 
service.  He  called  for,  and  we  support,  strategies  that  seek  a  more  liberal  open  international 
aviation  environment.  He  endorsed  a  shift  from  bilateral  to  multilateral  agreements  in  the  long- 
term,  and  negotiating  more  liberal  bilateral  agreements  in  the  meantime.  We  ask  only  that  the 
Administration's  negotiating  strategies  as  well  as  its  regulatory  actions  be  implemented  consistent 
with  its  stated  goals. 

In  closing,  we  note  that  die  Airports  Council  International-North  America  (ACI-NA),  a 
trade  association  representing  all  U.S.  airports  on  a  wide  range  of  issues  of  concern  to  airports, 
is  also  testifying  today.  The  members  of  USA-BIAS,  as  members  of  ACI-NA,  also  subscribe 
to  that  testimony. 

We  thank  you  for  the  opportunity  to  present  this  testimony  today. 
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USA-BIAS  MEMBERS 


1.  Dallas/Fort  Worth  International  Airport 

2.  Baltimore/Washington  International  Airport 

3.  Orlando  International  Airport 

4.  Metropolitan  Washington  Airports  Authority 

5.  Kansas  City  International  Airport 

6.  Phoenix  Sky  Harbor  International  Airport 

7.  Port  of  Portland 

8.  Seattle-Tacoma  International  Airport 

9.  State  of  Connecticut,  Bradley  International  Airport 

10.  Detroit  Metropolitan  Wayne  County  Airport 

11.  Metropolitan  Nashville  Airport  Authority 

12.  Reno  Cannon  International  Airport 

13.  Lambert-St.  Louis  International  Airport 

14.  Indianapolis  International  Airport 

15.  Tampa  International  Airport 

16.  New  Orleans  International  Airport 

17.  Charlotte-Douglas  International  Airport 

18.  Cleveland  Hopkins  International  Airport 

19.  Las  Vegas  McCarran  International  Airport 

20.  Minneapolis/St.  Paul  International  Airport 

21.  Memphis/Shelby  County  Airport 

22.  Huntsville-Madison  County  Airport  Authority 

23.  City  of  San  Jose,  California 

24.  Norfolk  Airport  Authority 

25.  New  York  State  Department  of  Transportation,  Stewart 
International  Airport 

26.  Sarasota-Bradenton  Airport 

27.  General  Mitchell  International,  Milwaukee,  Wisconsin 

28.  Allentown-Bethlehem-Easton  Airports 

29.  Richmond  International  Airport 

30.  Dayton  International  Airport 

31.  Washington  Airports  Task  Force 
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House  Public  Works  and  Transportation  Committee 
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by 


James  Wilding 

First  Vice  Chairman 

Airp>orts  Council  International-North  America 

General  Manager 
Metropolitan  Washington  Airports  Authority 


David  Flavin 

Board  Member 

Airports  Council  International-North  America 

Director  of  Aviation 
Port  Authority  of  New  York  and  New  Jersey 


James  Bennett 

Chairman 

U.S.  International  Air  Service  Program 

Airports  Coimcil  International-North  America 

Assistant  Aviation  Director 

City  of  Phoenix  Aviation  Department 


United  States  International  Aviation  Policy 


The  Airports  Council  International-North  America  (ACI-NA)  is  the  Voice  of  Airports  representing  local, 
regional  and  state  governing  bodies  that  own  and  operate  commercial  airports  in  the  United  States.  ACI-NA 
Member  airports  enplane  more  than  90  percent  of  the  domestic  and  virtually  all  the  international  airline 
passenger  and  cargo  trafiic  in  the  United  States. 
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STATEMENT  OF  THE  AIRPORTS  COUNCIL  INTERNATIONAL-NORTH  AMERICA 
ON  VS.  INTERNATIONAL  AVUTION  POLICY 
BEFORE  THE  HOUSE  AVUTION  SUBCOMMITTEE 
APRIL  27,  1994 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  appreciate  this  opportunity  to  present  the  views  of  the  airport  operators  across  the  United 
States  regarding  international  aviation  policy. 

As  you  know,  the  Airports  Council  International-North  America  (ACI-NA)  represents  the  local, 
state  and  regional  governing  bodies  that  own  and  operate  commercial  service  airports  in  the  U.S. 
AQ-NA  member  airports  serve  more  than  90  percent  of  the  U.S.  domestic  scheduled  air  passenger 
and  cargo  trafSc,  and  virtually  all  U.S.  scheduled  international  travel. 

ACI-NA  represents  U.S.  airport  and  conmiunity  interests  on  U.S.  delegations  in  U.S.  international 
aviation  negotiations.  The  AQ-NA  U.S.  International  Air  Service  Program  is  the  primary  means 
through  which  U.S.  airports  and  communities  across  the  countiy  participate  in  the  international  air 
service  process,  and  pursue  their  intense  interest  in  developing  and  enhancing  international  air 
service  to  the  passengers,  shippers  and  businesses  in  the  regions  they  serve. 

Liberalization  and  Economic  Development 
Airports  and  communities  in  the  U.S.,  as  diverse  as  they  are  in  many  respects,  share  a  common 
vision  for  international  commercial  aviation:     the  removal  of  govenmient  restrictions  of  an 
economic  regulatoiy  nature  to  the  point  that  airlines  of  any  nationality  may  operate  international 
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services  based  upon  their  commercial  decisions,  the  demand  for  air  service  in  the  community,  and 
the  functioning  of  market  forces. 

International  travel  and  tourism  is  a  vital  part  of  America's  effort  to  improve  its  position  in  the 
global  economy.  U.S.  business  interests  depend  on  the  mobility  provided  by  frequent  air  service 
between  countries,  and  visitors  to  this  country  make  a  significant  contribution  to  the  balance  of 
payments.  Travel  and  tourism  to  the  United  States  is  the  nation's  nimiber  one  export  Estimates 
for  1993  show  that  international  visitor  spending  in  the  U.S.  amounted  to  1742  billion  providing 
a  $25.1  billion  trade  surplus.  The  42.7  million  international  tourists  who  visit  the  United  States 
each  year,  spend  S92,846  per  minute  on  gifts,  souvenirs,  food,  travel  related  services  and  lodging. 
In  addition,  the  travel  and  tourism  industry  directly  employs  nearly  6  million  Americans,  accounting 
for  $91  billion  in  payroll.  The  lifeline  of  this  key  sector  of  our  economy  is  air  service,  which  must 
be  developed  and  expanded. 

The  ideal  of  an  unrestricted  international  aviation  regime,  of  course,  is  far  from  becoming  a  reality. 
In  fact,  recent  trends  show  a  clear  tendency  by  some  foreign  governments,  as  well  as  the  Clinton 
Administration,  to  move  away  from  the  expansion  of  service  opportunities.  All  too  often 
govermnents  are  giving  in  to  protectionist  pressures  exerted  by  some  airlines.  These  pressures 
focus  on  preservation  of  individual  airline  market  share,  rather  than  expansion  of  market 
opportunities  and  competition. 

Mr.  Chairman,  airport  of>erators  have  consistently  urged  the  U.S.  govenmient  to  keep  its  eye  on 
the  real  prize  of  international  air  service:  the  economic  stimulation  that  results  from  meeting  local. 
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regional  and  national  market  demand  through  new  or  increased  air  service.  That  real  prize  must 
be  the  fundamental  objective  of  the  U.S.  Government  in  its  international  air  service  negotiations. 

International  air  service  is  an  essential  element  of  U.S.  communities'  ability  to  compete  in 
international  tourism,  business  and  investment,  all  of  which  generate  employment.  Without 
international  air  service,  U.S.  communities  will  be  increasingly  isolated  from  the  global 
marketplace.  Air  service  is  the  means  through  which  our  local  and  regional  economies  link  up  with 
markets  throughout  the  world. 

We  are  increasingly  concerned  that  the  public  interest  is  being  sacrificed  to  the  much  more  limited 
goal  of  trying  to  satisfy  the  conflicting  marketing  objectives  of  individual  airline  companies.  The 
matrix  of  airline  interests  has  become  more  and  more  complex,  and  is,  in  our  view,  a  major  cause 
of  the  unfocussed  and  reactive  approach  that  currently  characterizes  U.S.  aviation  negotiations. 

The  U.S.  Government  must  not  waiver  in  its  pursuit  of  the  goal  of  liberalizing  aviation  agreements 
with  our  trading  partners.  However,  while  we  support  liberal  agreements,  we  do  not  advocate  an 
all-or-nothing  approach.  We  understand  that  international  markets  and  circumstances  differ,  and 
that  liberalization  may  have  to  be  phased  in  or  evolve  over  time,  or  temporary  restrictions  may 
have  to  be  accepted  in  order  to  retain  liberal  arrangements  or  to  make  future  progress  toward 
liberalization  possible. 

There  has  been  considerable  speculation  on  whether  the  traditional  bilateral  system  has  outlived 
its  usefulness.  ACl-NA  does  not  favor  bilateralism  or  multilateralism  or  any  other  particular 
approach  per  se.  but  rather  supports  a  pragmatic  approach  to  achieving  U.S.  objectives.  The  U.S. 
government  should  pursue  approaches  that  are  most  likely  to  achieve  liberalization  of  aviation 
regimes  in  any  given  case,  depending  on  the  circumstances  at  the  time.  We  believe  that  it  would 
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be  a  mistake  for  the  U.S.  to  pursue  an  inflexible  and  single-minded  approach  to  every  negotiation. 
While  we  support  and  welcome  liberal  multilateralism  in  international  aviation,  the  U.S.  should  not 
miss  the  opportunity  to  conclude  new  liberal  bilateral  agreements  or  improve  existing  ones. 

Unilateral  opportunities  for  liberalization  also  exist  In  addition  to  negotiations,  the  U.S. 
Government  should  continue  to  authorize  new  air  services  under  the  so-called  "Gties  Program", 
which  provides  for  the  ^proval  of  services  to  U.S.  conmiunities  by  foreign  carriers  if  a  Uberal 
agreement  exists  between  the  carrier's  homeland  and  the  U.S  and  the  market  is  unserved. 

U.S-Canada  Negotiations  Must  Resume 
The  U.S.-Canada  negotiations,  which  stalled  a  year  and  a  half  ago,  are  a  classic  case  of  how  broad 
economic  benefits  and  opportunities  to  the  citizens  and  communities  of  both  cotmtries  can  be 
overshadowed  by  the  narrow  and  conflicting  concerns  of  individual  airlines.  A  new,  less  restrictive 
bilateral  aviation  agreement  between  the  U.S.  and  Canada  is  imperative;  the  U.S.-Canada  Air 
Services  Agreement  is  one  of  the  most  restrictive  and  antiquated  that  the  U.S.  has  with  any  country. 
The  difficulties  of  travelling  by  air  between  the  two  capitals  are  known  to  many  in  this  town. 
Elsewhere  around  the  country,  where  inadequate  air  service  to  Canada  is  the  rule,  not  only  is  the 
public  inconvenienced — the  economic  siuvival  and  growth  of  businesses  and  conununities  are  at 
stake. 

It  is  incomprehensible  that,  with  NAFTA  now  in  place,  transborder  air  service  opportimities  will 
continue  to  be  restriaed  in  large  measiu-e  because  a  consensus  of  the  airlines  cannot  be  achieved. 
Does  this  mean  that,  if  an  airline  consensus  is  never  achieved,  or  a  major  airline  objects,  a 
community  without  air  service  to  Canada  will  never  have  that  opportimity? 
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We  undentand  that  divergent  airline  views  exist  on  both  sides  of  the  border,  which,  of  course, 
complicates  the  situatioa  NAFTA  itself  will  impact  different  companies  and  regions  in  the  three 
countries  somewhat  differently,  but  it  is  recognized  that  it  will  result  in  the  broad  economic 
development  benefits  that  result  from  opening  up  markets.  For  aviation,  the  issue  is  essentially  the 
same:  the  broader  benefits  of  air  service  to  the  public  and  the  general  economy  must  not  be  held 
hostage  to  the  multiple  and  changing  priorities,  or  the  potential  market  share  impacts,  of  individual 
airlines. 

Our  concern  about  airline  obstruction  to  new  service  opportunities  is  not  hypothetical.  For 
example,  service  to  Tampa  recently  proposed  by  the  Costa  Rican  airline  LACSA  under  the  Cities 
Program  was  held  up  by  the  U.S.  Government  in  response  to  opposition  by  United  Airlines.  The 
price  for  the  new  LACSA  service  was  not  new  service  opportimities  for  United,  but  rather 
obtaining  additional  ticket  counter  space  for  United's  operation  in  Costa  Rica  in  an  attempt  to 
match  American  Airlines  ticket  counter  space.  So  much  for  the  priority  of  economic  development 
and  growth  over  individual  airline  "issues." 

AQ-NA  urges  the  Govenmients  of  the  United  States  and  Canada  to  resume  negotiations  at  the 
earliest  possible  time,  with  the  objective  of  concluding  a  new,  liberal  bilateral  agreement  this 
summer.  Commtmities  in  both  countries  are  working  hard  to  make  this  happen,  and  Secretary 
Pefia  and  Minister  Yoimg  have  an  excellent  opportunity  when  they  meet  April  29th  for  the  NAFTA 
summit  to  commit  to  this  result.  Mr.  Chairman,  we  solicit  your  support  and  assistance,  and  that 
of  the  subcommittee,  in  opening  the  aviation  market  between  the  U.S.  and  Canada  for  the  benefit 
of  the  public. 
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U.S.  Delegation  Composition 
The  U.S.  Goveniment  recently  decided  to  allow  individual  U.S.  carriers  to  participate  on  a  trial 
basis  as  members  of  the  U.S.  delegations  that  negotiate  international  air  service  agreements.  AQ- 
NA  strongly  objects  to  this  practice. 

As  representatives  of  U.S.  airports  and  the  communities  they  serve,  AO-NA  would  have  expected 
to  have  been  consulted  on  this  matter  before,  rather  than  after,  the  Government  came  to  a  decision 
to  allow  individual  U.S.  carriers  on  the  U.S.  delegatioa  In  our  view,  the  U.S.  Government  should 
continue  the  proven  and  workable  approach  of  including  trade  associations,  not  individual  U.S. 
interests,  on  the  U.S.  delegation. 

We  are  also  very  concerned  that  the  U.S.  international  aviation  process  would  be  detrimentally 
affected  by  the  direct  participation  of  individual  airline  companies  on  the  U.S.  delegation.  Direct 
airline  participation  would  inject,  in  a  potentially  disruptive  way,  the  varied,  conflicting  and  often 
changing  perspectives  of  each  airline  company  regarding  each  negotiation  into  the  functioning  of 
the  U.S.  delegation  This  environment  would  alter  the  Govermnent's  face-to-face  dealings  with 
foreign  delegations,  and  disrupt  efforts  to  reach  agreements  with  foreign  governments.  It  may  also 
prompt  greater  reliance  on  closed-door  decision-making,  through  govenmient-only  meetings,  a 
major  step  backward  in  the  consideration  of  all  legitimate  interests  in  the  process. 

We  urge  the  Government  to  cease  to  allow  individual  carriers  to  be  on  the  U.S.  delegation.  If, 
however,  the  Government  should  decide  that  individual  airline  representatives  will  be  permitted 
to  participate  on  the  delegations,  either  on  a  trial  or  permanent  basis,  it  is  AQ-NA's  position  that 
individual  airport  operator  representatives,  upon  their  request,  must  also  be  permitted  to 
participate.  Although  individual  airport  operator  representatives  have  now  been  invited  to 
participate  in  the  U.S.-Austiia,  U.S.-China,  and  U.S.-Macau  talks,  as  part  of  the  tiial,  the 
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Department  of  State  has  made  it  dear  that  no  precedent  is  being  established  by  that  action. 
Permitting  individual  carriers  on  the  U.S.  delegation,  without  individual  airport  operator 
representatives,  would  uf)set  the  current  balance  among  U.S.  interests,  and  would  send  the  dear 
signal  that  broader  economic,  airport,  community,  and  consumer  interests  in  this  coimtiy  arc  being 
relegated  to  a  lesser  status  than  private  carrier  interests. 

The  passengers,  shippers  and  businesses  in  commimities  and  regions  throughout  the  U.S.  have  an 
enormous  stake  in  the  development  of  air  service.  The  public  bodies  that  own  and  operate  public 
airports,  and  that  represent  the  local  public  interest  in  aviation,  must  have  at  least  the  same  access 
to  the  international  aviation  process  as  private  airline  companies.  But,  fundamentally  we  believe 
that  expansion  of  the  U.S.  delegation  with  individual  interests  will  be  detrimental  to  the 
international  air  service  process. 

Airport  Proprietary  Rights 
AQ-NA  has  long  opposed  the  inclusion  of  provisions  affecting  airport  proprietary  rights  in  U.S. 
international  agreements.  We  have  opposed  them  because  of  their  potential  negative  impact  on 
the  legitimate  business  practices  of  U.S.  airports  as  well  as  the  disruption  they  can  have  on  bilateral 
air  service  negotiations.  Recognition  of  local  airport  proprietary  rights  reflects  the  U.S,  federal 
system.  If  the  U.S.  must  include  provisions  on  proprietary  rights  in  international  agreements,  then 
the  U.S.  should  not  make  obligations  to  foreign  govenmients  which  are  inconsistent  with  domestic 
law,  contractual  arrangements  or  legitimate  practices  of  U.S.  airports  in  the  exercise  of  their 
proprietary  rights. 

In  any  event,  any  obligations  imposed  on  U.S.  airports  as  a  result  of  international  agreements 
should  be  no  more  restrictive  than  the  nondiscrimination  provisions  in  the  Airport  and  Airway 
Improvement  Act.   Any  language  included  in  agreements  on  airport  proprietary  rights  must  be 
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developed  in  close  consultation  with  AQ-NA  and  its  U.S.  Member  Airports  to  ensure  that  the  U.S. 
does  not  make  obligations  which  are  inconsistent  with  U.S.  law  and  legitimate  practice. 

U.S.  International  Air  Travel  Statistics 
DOTs  Research  and  Special  Program  Administration  has  experienced  budgetary  difficulties  that 
have  hiut  its  processing  and  publishing  U.S.  International  Air  Travel  Statistics  (1-92  data).  The  1-92 
function  operates  on  a  shoe  string  that  could  break  at  any  time. 

The  1-92  data,  which  provide  a  breakdown  of  international  air  passengers  by  citizenship  of 
passenger  and  flag  of  carrier,  is  essential  to  U.S.  airport  air  service  development  efforts.  They 
depend  on  this  data  in  international  route  proceedings,  to  estimate  passenger  traffic  and  tourism 
and  other  economic  benefits,  and  to  market  their  communities  to  carriers.  There  is  no  other  source 
for  this  information  available. 

AQ-NA  urges  Congress  to  direct  RSPA  to  continue  to  process  and  publish  the  1-92  data  and  to 
ensure  that  RSPA  has  sufficient  funding  to  do  so.  We  also  believe  that  RSPA  should  use  more 
sophisticated  technology  to  produce  the  data  in  an  efficient  and  cost  effective  manner. 

Qinton  Administration  International  Aviation  Policy 
The  Clinton  Administration  has  announced  it  will  issue  its  International  Aviation  Policy  by  June 
1994.  We  understand  that  interested  U.S.  parties  will  have  an  opportunity  to  comment  on  a  draft 
policy  statement  prior  to  the  Administration  finalizing  its  statement  The  U.S.  members  of  AQ-NA 
welcome  the  opportimity  to  express  their  views  on  a  draft  policy  statement  on  international  aviation 
upon  its  release. 

Mr.  Chairman,  we  appreciate  the  opportimity  to  appear  before  this  subcommittee  to  e]q>ress  the 
views  and  concerns  of  U.S.  airports. 
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1994  ACI-NA  MEMBERS 

[150  operators] 


Albany  (NY)  Airport  Authority 

Alaska  Department  of  Transportation  and  Public 
Facilities  (Bethel) 

City  of  Albuquerque 
Aviation  Department 

Lehigh-Northampton  Airport  Authority 
Allentown-Bethlehem-Easton  International  Airport 

Anchorage  International  Airport 

City  of  Atlanta 
Department  of  Aviation 
Hartsfield-Atlanta  International  Airport 

Johnson  Controls  Management  Systems 
Atlantic  City  International  Airport 

Augusta  Airport  Authority 

City  of  Austin 
Department  of  Aviation 

City  of  Bangor 
Airport  Department 

Greater  Baton  Rouge  Airport  District 

Bermuda  Air  Terminal 

Birmingham  Airport  Authority 

Bismarck  Municipal  Airport 

Bloomington/Normal  Airport  Authority 

Boise  Air  Terminal 
Gowen  Field 

Massachusetts  Port  Authority  (Boston) 


Tri-City  Airport  Commission 
(Bristol-Kingsport-Johnson  City) 

Brownsville/South  Padre  Island  International 
Airport 

Niagara  Frontier  Transportation  Authority 
(Buffalo) 

Burbank/Glendale/Pasadena  Airport  Authority 

Burlington  Airport  Commission 
Burlington  International  Airport 

Calgaiy  Airport  Authority  (The) 

Charleston  County  Aviation  Authority 

Charlotte/Douglas  International  Airport 

Chattanooga  Metropolitan  Airport  Authority 

City  of  Chicago 
Department  of  Aviation 

Kenton  County  Airport  Board 
Cincinnati/Northern  Kentucky  International 
Airport 

City  of  Qeveland 

Cleveland  Hopkins  International  Airport 

Colorado  Springs  Municipal  Airport 

Columbia  MetropoUtan  Airport  (SC) 

Columbus  Airport  Authority 

Dade  Coimty  Aviation  Department  (Miami)* 

City  of  Dallas  (Love  Field) 
Department  of  Aviation 
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Dallas/Fort  Worth  International  Airport 

Qty  of  Dayton 
Department  of  Aviation 

Daytona  Beach  Regional  Airport 

City  and  County  of  Denver 
Stapleton  International  Airport 

City  of  Des  Moines 
Department  of  Aviation 

Wayne  County  Department  of  Airports 
Detroit  Metropolitan  Wayne  County  Airport 

Durango-La  Plata  County  Airport 

Edmonton  Regional  Airport  Authority 

Qty  of  El  Paso 

El  Paso  International  Airport 

Fairbanks  International  Airport 

Fayetteville  Municipal  Airport 

Bishop  International  Airport  (Flint) 

Broward  County  Aviation  Department 

(Fort  Lauderdale) 

Broward  County  Government  Center 

Southwest  Florida  IntL  Airport  (Fort  Myers) 

Fort  Smith  Airport  Commission 

Fort  Wayne-Allen  County  Airport  Authority 
Fort  Wayne  International  Airport 

Tri-City  International  Airport  Commission 
(Freeland) 

Gainesville-Alachua  County  Regional  Airport 

Authority 

Grand  Forks  Regional  Airport  Authority 


Kent  County  Aeronautics  Board  (Grand  Rapids) 

Piedmont  Triad  International  Airport 
(Greensboro) 

Guam  Airport  Authority' 

Gulfjport-BUoxi  Regional  Airport  Authority 

Valley  Intenuitional  Airport  (Harlingen) 

Connecticut  Department  of  Transportation 

(Hartford) 

Bureau  of  Aviation  and  Ports 

Bradley  International  Airport 

Hawaii  Department  of  Transportation' 
Honolulu  International  Airport 

Houston  Department  of  Aviation 

Huntsville-Madison  County  Airport  Authority 

Indianapolis  Airport  Authority 
Indianapolis  International  Aiiport 

Jackson  County  Airport  -  Reynolds  Field  (MI) 

Jackson  Municipal  Airport  Authority  (MS) 

Jacksonville  Port  Authority 

Kalamazoo/Battle  Creek  International  Airport 

Kansas  Qty  Aviation  Department 

Metropolitan  Knoxville  Airport  Authority 

Lafayette  Airport  Commission 

Capital  Region  Airport  Authority 
Capital  City  Airport  (Lansing) 

Laredo  International  Airport 

Qark  County  Department  of  Aviation  (Las  Vegas) 

Lexington-Fayette  Urban  County  Aiiport  Board 
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City  of  Lincoln  Airport  Authority 

Los  Angeles  Department  of  Airports 
Los  Angeles  International  Airport 

Regional  Airport  Authority  of  Louisville  & 
Jefferson  County 

Maryland  Aviation  Administration 
(Baltimore/Washington) 

City  of  Melbourne  Airport  Authority 
Melbourne  Regional  Airport 

Memphis-Shelby  County  Airport  Authority 
Memphis  International  Airport 

Milwaukee  County  Department  of  Public  Works, 

Airports  Division 

General  Mitchell  International  Airport 

Minneapolis/St.  Paul  Metropolitan  Airports 
Commission 

Mobile  Airport  Authority 

MetropoUtan  Airport  Authority  of  Rock  Island 
County  (Moline) 

Monterey  Peninsula  Airport  District 

Aeroports  de  Montreal 

Muskegon  County  Airport 

Naples  Municipal  Airport  (FL) 

Metropolitan  Nashville  Airport  Authority 

New  Orleans  Aviation  Board 
New  Orleans  International  Airport 

Port  Authority  of  New  York  and  New  Jersey 

New  York  State  Department  of  Transportation 
(Newburgh) 

Norfolk  Airport  Authority 


Norfolk  International  Airport 

North  Platte  Airport  Authority 

Port  of  Oakland 

Board  of  Port  Commissioners 

Oklahoma  City  Airport  Trust 

Omaha  Airport  Authority 

Greater  Orlando  Aviation  Authority 

Transport  Canada  (Ottawa) 
Airports  Group 

Paducah  Airport  Corporation 

Paducah  Board  of  County  Commissioners 

Department  of  Airports 

Board  of  County  Commissioners 
Palm  Beach  Department  of  Airports 

Palm  Springs  (CA)  Regional  Airport 

Port  of  Pasco 
Tri-Cities  Airport 

City  of  Pensacola 

Greater  Peoria  Airport  Authority 

Philadelphia  Division  of  Aviation 

City  of  Phoenix 
Aviation  Department 

County  of  Allegheny  (Pittsburgh) 
Department  of  Aviation 

Port  of  Portland  (OR) 

Raleigh-Durham  Airport  Authority 

Reading  Regional  Airport 

Airport  Authority  of  Washoe  County  (Reno) 
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Capital  Region  Airport  Commission  (Richmond) 

Rickenbacker  Port  Authority 

Roanoke  Regional  Airport  Commission 

Rockford  (IL)  Airport 

County  of  Sacramento 
Department  of  Airports 

St  Ijouis  Airport  Authority 
Lambert-St  Louis  International  Airport 

St.  Petersburg-Clearwater  International  Airport 

Virgin  Islands  Port  Authority* 

Commonwealth  Ports  Authority  (Saipan)* 

Salina  Airport  Authority 

Salt  Lake  City  Airport  Authority 

City  of  San  Antonio 
Aviation  Department 

San  Bernardino  Intl.  Airport  Authority; 

San  Diego  Unified  Port  District 

San  Francisco  Airports  Commission' 

John  Wayne  Airport  (Costa  Mesa) 

Santa  Barbara  Municipal  Airport 

Sarasota  Bradenton  Airport  Authority 

Savannah  Airport  Commission 

The  Port  of  Seattle  Commission 
Sea-Tac  International  Airport 

King  Coimty  International  Airport  (Seattle) 

Shreveport  Airport  Authority 


Sioux  Gateway  Airport  Authority 
(Sioux  Qty) 

Sioux  Falls  Regional  Airport  Authority 

Spokane  Airport  Board 
Spokane  International  Airport 

Springfield  (IL)  Airport  Authority 

Regional  Airport  Board 
Qty  of  Springfield  (MO) 

City  of  Syracuse 
Department  of  Aviation 
Hancock  International  Airport 

Hillsborough  County  Aviation  Authority 
Tampa  International  Airport 

Toledo-Lucas  County  Port  Authority 

Metropolitan  Topeka  Airport  Authority 

Tucson  Airport  Authority 
Tucson  International  Airport 

Tulsa  Airport  Authority 

Vancouver  International  Airport  Authority^ 

Metropolitan  Washington  Airports  Authority 

Westchester  County  (White  Plains) 
Department  of  Public  Works 

Wichita  Airport  Authority 

Yuma  County  Airport  Authority 
Yuma  International  Airport 


'AQ-NA  Participating  Member 
2ACI-NA  Limited  Member 
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SUBCOMMITTEE  ON  AVIATION 

COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 


Testimony  of  D.  Scott  Yohe 

Vice  President,  Government  Affairs 

Delta  Air  Lines,  Inc. 

May  5,  1994 


Mr.  Chairman  and  Members  of  the  Subcommittee,  I  appreciate 
this  opportunity  to  appear  on  behalf  of  Delta  Air  Lines  to 
provide  our  views  regarding  U.S.  international  aviation 
policy.   Let  me  commend  you,  Mr.  Chairman,  for  holding 
these  hearings  and  giving  the  aviation  community  the 
opportunity  to  discuss  and  debate  issues  that  will  be 
considered  as  the  Clinton  Administration  develops  its  new 
policy.   These  hearings  should  also  provide  a  sharper  focus 
on  the  problems  that  our  industry  faces  in  competing  in  the 
international  arena.   Unfortunately,  we  have  seen  a  sharp 
rise  in  protectionist  government  policies  abroad  and  a 
corresponding  increase  in  government  regulation  of  our 
services.   As  you  well  know--these  policies  effect  more 
than  airlines.   Limits  on  competition  adversely  effect 
consumers  by  restricting  choice  and  keeping  prices  high. 
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Following  the  dramatic  growth  of  Delta's  International 
operation  in  1991,  we  have  endeavored  to  advocate  policies 
that  would  benefit  Delta  and  other  U.S.  carriers  in  their 
desire  to  expand  and  compete  in  the  global  marketplace. 

Our  motivation  for  such  a  profile  is  obvious: 

•  Delta  currently  serves  34  countries  on  4  continents. 

•  Delta  is  the  largest  carrier  on  the  North  Atlantic 
serving  36  cities  in  24  countries. 

•  Approximately  20%  of  our  revenue  is  derived  from 
international  operation. 

•  Delta  has  concluded  codesharing  alliances  with  six 
foreign  carriers  in  an  attempt  to  preserve  and 
expand  our  market  presence  and  become  the  "worldwide 
airline  of  choice". 

We  recognize  that  our  ability  to  grow  and  prosper  in  the 
international  marketplace  is  greatly  influenced  by 
government  policies.   It  is  essential,  therefore,  that  U.S. 
aviation  policies  be  consistent,  coherent  and  applied  in  an 
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even  handed  manner.   Unfortunately,  this  has  oftentimes  not 
been  the  case  recently. 

It  is  time  for  aviation  to  take  a  more  prominent  position 
in  our  overall  trade  policy.   We  talk  about  aviation  being 
critically  important  to  the  economy,  but  it  has  not  yet 
been  a  concentrated  focus  of  government  policy.   We  need  an 
over-arching  set  of  principles,  a  comprehensive 
framework- -one  that  recognizes  aviation's  economic,  trade 
and  commercial  importance. 

Secretary  Pef\a  articulated  last  November  in  his  I  ATA  speech 
four  basic  strategies  for  moving  our  international  aviation 
policy  forward.   While  these  strategies  form  a  conceptual 
framework,  the  specific  goals  and  strategies  are  still 
being  developed.   In  the  meantime,  let  me  share  with  you 
our  thoughts  regarding  both  the  elements  of  a  new  policy 
and  detailed  strategies  which  should  be  pursued  to  achieve 
our  goals. 

The  Elements  of  Aviation  Policy 

The  U.S.  goal  should  be  complete  liberalization  to  permit 

unrestricted  movement  of  air  transport  goods  and  services. 
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Llberallzatlon  means  different  things  to  different 
countries- -and  in  some  cases,  even  to  different  carriers. 
Even  when  we  agree  on  the  ends,  there  is  conflict  over  the 
means.   What  we  need,  and  what  our  government  needs,  is  to 
articulate  a  clear  set  of  guidelines  advancing 
International  aviation  policy.   Delta  suggests  that  there 
are  at  least  six  critical  goals  for  aviation  policy: 

•  Reciprocity  and  equivalency  of  rights  and  benefits 
are  fundamental  principles  against  which  all 
international  agreements  should  be  Judged. 

•  We  should  seek  market-oriented  agreements  that 
minimize  government  regulation  and  broaden  market 
access . 

•  Our  international  agreements  must  support  U.S.  Jobs, 
U.S.  competitiveness  and  U.S.  economic  growth. 

•  The  U.S.  must  vigorously  defend  the  existing  rights 
of  U.S.  carriers. 
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•  We  must  be  consistent  in  dealing  with  all  trading 
partners.   We  must  not  send  mixed  signals. 

•  The  U.S.  must  pursue  multilateral  agreements.   The 
Administration  is  to  be  commended  for  Its  initial 
efforts  in  seeking  to  find  common  negotiating  ground 
with  the  European  Union  on  cargo.   However,  we 
believe  that  there  are  other  steps  that  can  be  taken 
to  hasten  the  arrival  of  a  multilateral  framework. 

A  Strategy  For  The  Future 

Mr.  Chairman,  the  U.S.  will  not  be  able  to  achieve  its 
objectives  unless  our  goals  are  coupled  with  sound 
strategies.   We  believe  there  are  five  specific  strategies 
that  should  be  pursued  to  attain  our  goals. 

First,  as  we  pursue  multilateral  agreements,  we  should  also 
seek  to  conclude  liberal,  "open  skies"  bilateral  agreements 
wherever  possible  with  like-minded  partners — regardless  of 
size  of  the  other  country.   Concluding  liberal  bilateral  or 
multilateral  agreements  with  smaller  countries  advances  our 
broader  aviation  trade  policy  objectives.   Such  a  strategy 
blunts  protectionism  and  creates  strong  incentives  for 
other  governments  to  follow  suit. 
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Second,  we  should  avoid  agreements  that  contain  new 
restrictions  on  U.S.  carriers — or  perpetuate  old  ones.   If 
an  agreement  does  not  secure  more  access  for  all  carriers 
and  advance  the  objective  of  "open  skies",  then  the  U.S. 
must  be  prepared  to  walk  away. 

Delta  has  been  a  very  vocal  critic  of  the  agreement 
concluded  last  September  with  Germany.   It  is  very  unwise, 
in  our  view,  for  the  U.S.  Government  to  grant  foreign 
carriers  substantial  access  to  the  internal  U.S.  market 
without  demanding  and  receiving  reciprocal  rights  and 
opportunities  for  U.S.  carriers.   Not  only  did  the  German 
agreement  violate  this  fundamental  principle,  it  also 
turned  one  of  our  most  liberal  agreements  into  the  most 
restrictive  in  Europe. 

Third,  with  the  largest  aviation  market  in  the  world,  the 
U.S.  must  use  the  attractiveness  in  size  of  its  market  as 
leverage  to  open  markets  around  the  world.   In  the  past, 
the  U.S.  has  been  reluctant  to  use  its  size  as  negotiating 
leverage.   We  have  seen  the  success  that  this  sense  of 
purpose  and  determination  has  brought  to  other  sectors.   We 
urge  our  government  negotiators  to  adopt  a  similar  attitude 
toward  aviation. 
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Fourth,  the  U.S.  must  define  and  articulate  a  consistent 
policy  on  codesharing.   This  subject,  more  than  any  other, 
has  become  a  source  of  divisiveness  and  confusion.   While 
some  believe  it  is  deceptive  and  unfair,  others  see  it  as 
an  efficient  progression  in  a  marketplace  where  carriers 
are  seeking  new,  innovative  and  cost-effective  ways  to 
market  their  international  services. 

As  I  mentioned  earlier.  Delta  has  more  international 
codesharing  agreements  than  any  other  U.S.  carrier,  and  we 
are,  therefore,  proponents  of  codesharing.   However,  we 
believe  strongly  that  codesharing  arrangements  must  be 
evaluated  properly  as  part  of  our  overall  trade 
relationship  with  individual  countries. 

We  believe  that  there  are  two  distinct  types  of  codesharing 
arrangements  and  that  each  has  a  fundamentally  different 
Impact  on  competition  and  must,  therefore,  be  evaluated 
differently.   One  type  Involves  limited  International  city 
pairs  and  utilizes  existing  route  authorities  or  limited 
new  route  authorities.   The  other  type  is  designed  to 
provide  a  foreign  carrier  with  broad  access  to  the  U.S. 
market  to  feed  Its  U.S.  gateways. 


289 


-8- 


Gateway-to-gateway  codesharing  often  Involves  blocked  space 
arrangements  that  permit  carriers  to  share  costs  by 
providing  Joint  service  on  one  aircraft  rather  than 
operating  separate  services  with  two  aircraft.   This  type 
of  arrangement  allows  for  greater  efficiency  for  the  two 
carriers  involved  in  the  limited  city-pair  markets.   Delta 
has  concluded  codeshare/blocked  space  agreements  that 
provide  gateway-to-gateway  services  with  Sabena,  Swissair, 
Varig  and  Malev.   We  have  applications  pending  for  similar 
arrangements  with  Austrian  Airlines  and  Virgin  Atlantic. 

The  type  of  blocked  space  arrangement  that  Delta  has 
concluded  with  its  codeshare  partners  has  been  extremely 
successful  for  Delta  and  highly  beneficial  for  consximers. 
Because  Delta  purchases  and  sells  seats  independently  of 
its  partner,  consiimers  are  given  new  competitive  price  and 
service  offerings  that  otherwise  would  not  be  available. 

We  believe  a  far  different  analysis,  however,  applies  to 
broad  codesharing  arrangements  that  give  foreign  carriers 
substantial  access  to  the  U.S.  market  without  reciprocal 
rights  for  all  U.S.  airlines.   We  believe  codesharing 
arrangements  providing  significant  access  to  the  internal 
U.S.  market  behind  a  foreign  carrier's  gateway  to  feed  its 
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internatlonal  operation  is  a  valuable  commercial  right  with 
significant  competitive  and  policy  implications.   In  these 
situations,  U.S.  carriers  competing  with  the  alliances  are 
unable  to  match  the  single  carrier  authority  of  the 
codechare  partners. 

Mr.  Chairman,  we  believe  strongly  that  broad  access 
codesharing  must  be  negotiated  like  other  bilateral 
rights.   If  non-U. S.  carriers  seek  to  estaiblish  this  type 
of  alliance  with  a  U.S.  partner,  their  governments  must 
provide  equivalent  treatment  for  U.S.  carriers  so  that  they 
can  compete  on  equal  footing  either  through  direct  access 
or  third  country  codesharing.  A  new  agreement  must  also 
enhance  the  overall  competitiveness  of  the  industry  and  It 
must  advance  the  goal  of  "open  skies".   We  believe  that 
these  benefits  must  be  secured  or  the  codesharing  alliance 
should  be  rejected  as  contrary  to  sound  aviation  policy  and 
the  public  Interest. 

A  final  component  of  our  strategy  should  be  the 
modification  of  our  policies  and  laws  on  foreign 
investment.   This  issue  must  be  linked  to  the  other 
elements  of  our  policy  and  it  must  be  governed  by  the  same 
principles--reciproclty  and  the  expansion  of  aviation 
rights. 
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We  should  welcome  foreign  Investment  as  part  of  a 
liberalized  international  aviation  regime,  but  we  must 
ensure  that  it  reinforces  and  complements  our  overall  aim 
of  broadened  market  opportunities.   Delta  has,  therefore, 
supported  the  recommendations  on  foreign  investment 
contained  in  the  National  Airline  Commission's  August 
report . 

Again,  Mr.  Chairman,  I  sincerely  appreciate  the  opportunity 
to  share  our  perspective  with  you  regarding  the  future 
direction  our  government  should  pursue  in  developing  and 
implementing  its  international  aviation  policy.   I  would  be 
pleased  to  answer  any  questions  that  you  or  other  Members 
of  the  Subcommittee  may  have  at  this  time. 
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Review  of  International  Aviation  Policy 


I  am  Randolph  Babbitt,  the  President  of  the  Air  Line  Pilots 
Association  (ALPA) .   ALPA,  which  represents  over  42,000  pilots  at 
36  airlines,  appreciates  the  opportunity  to  participate  in  the 
Subcommittee's  review  of  international  aviation  policy. 

It  is  certainly  appropriate  for  the  Subcommittee  to  be 
examining  this  country's  international  aviation  policy.   It 
merits  careful  consideration.   The  growth  in  international 
traffic,  while  not  as  rapid  or  dramatic  as  that  which  occurred  in 
the  late  1980s,  is  expected  to  outpace  domestic  traffic  growth 
over  the  next  several  years.   Also,  while  the  rapid  expansion  of 
U.S.  carriers  into  international  markets  using  their  own 
equipment  that  characterized  those  years  has  tapered  off,  the 
integration  of  our  carriers  with  foreign  carriers,  and  the 
offering  of  joint  services  in  a  variety  of  markets,  has  virtually 
exploded. 

The  U.S.  airline  industry,  however,  remains  in  a  fragile 
economic  condition.   Excluding  TWA,  which  had  a  one  time 
extraordinary  gain  of  $1  billion  for  an  equity  for  debt  swap  in 
its  bankruptcy  restructuring,  the  major  scheduled  passenger 
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carriers  collectively  lost  more  than  $500  million  in  1993, 
bringing  total  losses  for  the  last  four  years  to  approximately 
$10  billion.   Ours  is  the  only  U.S.  industry  where  the  three 
largest  companies  have  "junk"  credit  ratings,  and  at  present  less 
than  10  percent  of  the  industry's  senior  unsecured  debt  is 
considered  investment  grade.   Virtually  all  of  the  major  carriers 
have  been  forced  to  "restructure, "  after  requiring  massive  pay 
concessions  from  their  employees.   It  is  against  this  backdrop  of 
economic  fragility  that  international  aviation  policy  must  be 
considered. 

When  ALPA  appeared  before  this  Subcommittee  three  years  ago 
to  discuss  this  issue,  we  noted  that  in  considering  policy 
alternatives  it  is  essential  to  establish  and  keep  in  mind 
certain  clear  objectives.   We  submitted  that  one  of  the  principal 
objectives  of  policymakers  should  be  the  provision  of  a  United 
States  air  transportation  system  that  is  capable  of  competing  in 
the  global  market.   We  continue  to  believe  that  this  should  be  a 
principal  objective. 

In  seeking  to  achieve  this  objective,  policymakers  should  be 
guided  by  the  statutory  directive  for  the  formulation  of  U.S. 
international  transportation  policy.   That  directive,  which  is 
contained  in  Section  1102  of  the  Federal  Aviation  Act,  states  in 
pertinent  part,  that  among  the  objectives  to  be  achieved  by  the 
international  aviation  policy  is  the  "strengthening  of  the 
conpetitive  position  of  the  United  States  air  carriers  to  at 
least  assure  equality  with  foreign  air  carriers."   That  section 
of  the  Act  also  states  that  foreign  carriers  may  be  afforded 
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increased  access  to  the  United  States  "if  exchanged  for  benefits 
of  similar  magnitude  for  United  States  carriers  or  the  traveling 
public  with  permanent  linkage  between  rights  granted  (i.e., 
received)  and  rights  given  away." 

Historically  U.S.  aviation  negotiators  have  sought  to  ensure 
that  U.S.  carriers  received  rights  of  approximately  equal  value 
in  return  for  those  given  foreign  carriers.   Last  year,  however, 
the  U.S.  announced  an  "open  skies"  initiative  that  is  at  odds 
with  the  statutory  directive.   Pursuant  to  this  initiative  the 
U.S.  offers  "to  negotiate  open  skies  agreements  with  all  European 
countries  willing  to  permit  U.S.  carriers  essentially  free  access 
to  their  markets."   The  likely  partners  to  open  skies  agreements, 
however,  are  countries  such  as  Belgium,  the  Netherlands  and 
Switzerland,  that  not  only  have  small  aviation  markets  but  also 
have  already  given  the  U.S.  air  carriers  essentially  free  access 
to  those  markets.   In  these  circumstances,  the  negotiation  of 
open  skies  arrangements  would  result  in  exchanges  of  benefits 
that  would  be  highly  unbalanced  in  favor  of  foreign  carriers. 
Indeed,  the  U.S.  has  already  negotiated  an  open  skies  agreement 
with  the  Netherlands,  which  has  given  that  country's  carriers 
access  to  virtually  all  U.S.  points  in  exchange  for  essentially 
no  new  rights  for  U.S.  carriers.   The  U.S.  has  also  made  an  open 
skies  proposal  to  a  group  of  Central  American  countries,  which  if 
accepted,  would  result  in  a  similarly  imbalanced  exchange  of 
benefits . 

One  of  the  articulated  purposes  of  the  open  skies  initiative 
is  to  entice  our  largest  trading  partners  into  liberalizing  their 


295 


aviation  agreements  with  the  U.S.   There  are  no  signs  that  the 
initiative  is  having  the  intended  effect,  however.   In  fact,  two 
of  our  major  trading  partners  in  Europe,  Germany  and  France,  have 
actually  rolled  back  U.S.  carrier  rights  in  the  last  two  years, 
and  Japan  is  threatening  to  do  the  same. 

ALPA  believes  that  the  "open  skies"  initiatives  should  be 
abandoned  and  the  U.S.  should  attempt  to  follow  the  statutory 
directives  and  negotiate  agreements  that  afford  U.S.  carriers  at 
least  equivalent  opportunities  to  those  granted  foreign  carriers. 
Whether  the  negotiations  follow  the  traditional  bilateral  form  or 
are  undertaken  on  a  multilateral  basis,  what  is  important  is  that 
exchanges  be  fair  to  our  carriers. 

In  this  regard,  ALPA  believes  that  it  is  essential  that  the 
U.S.  government  attempt  to  assess  the  value  of  the  aviation 
rights  at  issue  in  international  aviation  negotiations.   The 
government  should  also  make  available  to  the  nongovernment 
members  of  the  U.S.  delegations,  on  a  confidential  basis  if 
appropriate,  all  the  traffic  data  available  that  would  help  in 
assessing  the  value  of  those  rights. 

One  right  that  simply  should  not  be  granted  foreign  carriers 
is  the  right  to  carry  U.S.  domestic  traffic.   Our  domestic  market 
far  outstrips  not  only  all  other  existing  domestic  markets  but 
all  potential  markets  such  as  that  being  created  by  the  European 
Community  as  well.   Thus,  a  balanced  exchange  of  access  to 
domestic  markets  is  not  a  realistic  prospect.   In  addition,  the 
likely  outcome  of  granting  access  to  our  domestic  markets  would 
be  that  foreign  airlines  would  enter  our  largest,  most  attractive 
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routes,  most  of  which  already  have  extensive  service  by  U.S. 
airlines.   In  a  stagnant  domestic  industry  with  many  mature 
markets,  this  "cream  skimming"  would  have  the  net  effect  of 
shifting  passengers  from  U.S.  airlines  to  their  foreign 
competitors.   There  can  be  little  doubt  that  the  effect  of  this 
shift  on  an  industry  that  has  made  virtually  no  return  on  its 
equity  over  the  last  ten  years  would  be  devastating. 

Another  key  international  policy  question  is  what  should  our 
policy  be  with  respect  to  foreign  investment  in  U.S.  air 
carriers.   We  believe  Congress  should  consider  establishing  a 
clear  policy  in  this  area.   Ideally,  U.S.  carriers  should  be 
attractive  to  U.S.  investors  so  that  resort  to  foreign  capital 
would  not  be  necessary.   However,  it  is  plain  that  many  U.S. 
carriers  can  benefit  from  foreign . investment  and  it  is  equally 
plain  that  there  is  a  great  deal  of  interest  by  foreign  investors 
in  U.S.  carriers,  particularly  foreign  carriers  seeking  access  to 
our  markets. 

Accordingly,  Congress  should  amend  the  Federal  Aviation  Act 
so  that  significant  foreign  investment  in  U.S.  carriers  will  be 
subject  to  prior  review  and  approval  by  the  DOT  to  ensure  that 
foreign  entities  will  not  have  actual  control  over  American 
carriers.   Foreign  persons  who  wish  to  acquire  more  than  a 
certain  percentage  of  the  voting  stock  or  capital  of  an  air 
carrier  should  be  required  to  file  an  application  for  approval  of 
the  investment,  and  interested  parties  should  then  be  afforded  an 
opportunity  to  review  and  comment  on  the  application.   If  there 
are  material  questions  of  fact  as  to  whether  the  proposed 
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investment  would  lead  to  actual  control  of  the  U.S.  carrier,  a 
hearing  should  be  required. 

Congress  should  also  establish  a  set  of  factors,  much  like 
those  recommended  last  year  by  the  National  Commission  to  Ensure 
a  Strong  Competitive  Airline  Industry,  to  be  considered  by  the 
DOT  in  deciding  whether  to  approve  a  proposed  foreign  investment. 
Among  these  should  be  (1)  whether  U.S.  investors  can  make 
investments  comparable  to  the  proposed  investment  in  the  airlines 
of  the  investor's  home  country,  (2)  whether  airlines  of  the 
country  of  the  investor  are  in  whole  or  part  state  owned,  (3)  the 
possible  effect  of  the  investment  on  the  ability  to  negotiate  for 
increased  opportunities  for  United  States  air  carriers  in  the 
home  country  of  the  investor  or  other  countries,  and  (4)  the 
national  security  implications  of  the  investment.   Congress 
should  also  specify  that  if  the  investor  is  a  foreign  airline  or 
person  controlling  a  foreign  airline,  certain  transactions  such 
as  the  transfer  of  flying  from  the  U.S.  air  carrier  to  the 
foreign  air  carrier  would  be  indicators  of  prohibited  actual 
control. 

Finally,  as  we  have  previously  told  this  Subcommittee,  we 
believe  there  should  be  changes  to  the  rules  governing  the 
transfer  of  international  route  rights.   First,  there  is  a 
striking  inconsistency  between  the  standards  that  DOT  applies  to 
the  initial  award  of  an  international  route  and  those  the  agency 
applies  when  deciding  whether  or  not  to  approve  the  transfer  of  a 
route  between  carriers.   In  the  first  instance,  the  DOT  attempts 
to  award  the  route  to  the  carrier  that  convinces  the  Department 
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that  it  will  provide  the  most  valuable  service  to  the  traveling 
public.   In  the  second  instance,  the  Department  will  approve  the 
transfer  as  long  as  the  transfer  "does  not  conflict  with 
important  international  aviation  policy  objectives  and  is  not 
otherwise  inconsistent  with  the  public  interest."   This  policy 
has  permitted  carriers  to  freely  purchase  routes  even  where  they 
would  not  have  been  awarded  the  route  in  a  carrier  selection 
proceeding.   In  addition,  the  policy  has  given  larger  carriers  an 
almost  insurmountable  advantage  over  smaller  carriers  in  the 
marketplace  for  routes. 

Second,  Congress  should  amend  Section  401(h)  to  attempt  to 
ensure  that  route  sales  promote  the  financial  viability  of  an 
airline.   Because  route  rights  belong,  at  bottom,  not  to 
individual  carriers  but  to  the  United  States,  it  is  appropriate 
for  the  government  to  direct  that  any  proceeds  of  their  sale  be 
used  to  advance  public,  rather  than  merely  private,  interests. 
Any  carrier  that  wishes  to  sell  the  rights  that  have  been 
entrusted  to  it  should  be  required  to  first  submit  a  realistic 
plan  of  how  it  intends  to  use  the  proceeds  of  the  sale  to  enhance 
its  viability. 

Third,  we  believe  that  Congress  should  further  amend  Section 
401(h)  to  encourage  the  carriers  acquiring  routes  to  offer  jobs 
to  an  appropriate  number  of  employees  of  the  selling  carriers  as 
determined  by  the  Secretary.   These  employees  should  then  be 
afforded  fair  and  equitable  integration  into  the  appropriate 
classes  or  crafts  of  the  acquiring  carriers.   This  action  would 
be  similar  to  the  practice  followed  consistently  for  more  than  a 
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quarter  of  a  century  by  the  CAB  before  being  abandoned  by  DOT 
when  it  assumed  authority  for  reviewing  route  applications.   That 
practice  recognized  the  real  reemployment  difficulties  facing 
airline  employees  dislocated  by  business  transactions  subject  to 
regulatory  control.   It  was  an  enlightened,  humane,  workable 
practice  that,  we  submit,  was  not  an  undue  burden  on  the  airlines 
involved. 
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INTRODUCTION 


Mr.  Chairman,  members  of  the  Subcommittee,  It  is  a  distinct  pleasure  to  appear  before  you 
to  discuss  the  current  status  of  international  aviation  policy  and  to  oflfer  my 
recommendations  to  ensure  a  more  robust  international  air  cargo  sector  which  at  the  same 
time  will  reinvigorate  the  U.S.  economy. 

A.  ECONO>nC  BENEFFTS  OF  DEREGULATION 

The  paradigm  shift  in  transportation  regulation  in  the  late  1970's  and  1980's  provided  the 
impetus  for  the  economic  growth  of  those  years.  The  movement  of  domestic  cargo  was 
deregulated,  transforming  the  U.S.  transportation  system  into  a  far  more  efiHcient  logistics 
machine  than  had  previously  existed.  Deregulation  resulted  in  tremendous  cost  savings  to 
the  manufacturing  and  producing  sectors  and  more  importantly  to  the  consumer.  Savings 
to  industry  and  the  consumer  is  estimated  to  be  in  excess  of  $50  billion  per  year. 
However,  the  decreasing  cost  of  logistics  in  the  United  States  has  now  stagnated  because 
the  savings  inherent  in  federal  deregulation  have  been  maximized  and  that  stagnation  has 
been  a  major  factor  in  the  declining  U.S.  economy.  Without  efficient  transportation 
systems  for  both  passengers  and  goods,  our  economy  will  not  soon  again  see  the  growth 
experience  during  those  years. 

B.  CARGO  TRANSPORT  BY  COMBINATION  CARRIERS 

Air  Cargo  transportation  is  segmented  into  three  categories  of  transportation  of  goods  by 
air:  freight  service  by  passenger  aircraft  or  "combination  services";  all  cargo  services;  and 
express  transportation.  Cargo  service  offered  by  combination  carriers  is  primarily  an 
accident  of  physics.  The  best  vessel  for  pressurization  at  high  altitudes  is  a  cylindrical 
aircraft  design  which  results  in  a  significant  portion  of  the  cylinder  unusable  for  passenger 
transportation  but  perfectly  suitable  for  baggage  and  cargo  in  what  is  commonly  known  as 
the  belly  of  the  aircraft.  Yet,  the  primary  focus  of  these  carriers  is  that  of  passenger 
transportation,  with  their  schedules  designed  to  meet  the  needs  of  their  customer,  the 
passenger,  and  that  passenger's  baggage.  Examples  of  combination  carriers  include  the 
major  U.S.  carriers,  United,  American,  Delta,  and  U.S.  Air,  whose  services  are  both 
domestic  and  international,  as  well  as  Air  France,  British  Airways,  KLM,  Japan  Airlines, 
and  most  other  national  foreign  carriers.  Most  freight  tendered  to  combination  carriers  is 
provided  by  air  freight  forwarding  companies. 

C.  ALL  CARGO  CARRIERS 

Traditional  U.S.  all  cargo  carriers  operating  on  either  a  scheduled  or  charter  basis,  or  both, 
include  Evergreen,  World  Airways,  Burlington  Air  Express,  Southern  Air  Transport,  and 
one  remaining  U.S.  carrier.  Northwest  Airlines,  which  provides  both  passenger  and  all 
cargo  services  across  the  Pacific.  Forwarders  also  supply  most  of  the  traffic  for  these  all 
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cargo  carriers  although  Emery  and  Burlington  Air  Express  operate  as  international  air 
freight  forwarders  and  domestic  integrated  carriers  of  express  freight. 


D.  EXPRESS  CARRIER  SERVICES 

Express  transportation,  which  I  define  as  door-to-door,  integrated  high  priority  transport 
of  documents,  packages  or  freight  has  three  distinct  characteristics:  it  is  (1)  fast,  (2)  time 
certain,  and  (3)  there  is  custodial  control  from  pick-up  to  delivery  including  tracking  and 
tracing.  Federal  Express,  UPS,  Airborne  (also  an  international  air  freight  forwarder), 
DHL,  TNT,  and  the  United  States  Postal  Service  are  the  primary  providers  of  express 
services. 

XL         DIFFERING  CHARACTERISTICS  OF  CARGO  AND  PASSENGER 
SERVICES 

It  is  critical  to  understand  the  differences  between  the  passenger  and  the  cargo  segments 
of  air  transport  in  order  to  appropriately  consider  what  is  best  for  each.  A  company  like 
Federal  Express,  involved  only  in  the  transportation  of  goods  must  provide  access  to  its 
line  haul  services  for  these  inanimate  objects.  By  contrast,  passengers  find  their  own  way 
to  the  airport  and  to  the  aircraft.  Whether  cargo  weighs  one  ounce  or  one  thousand 
pounds,  it  must  be  transported  by  truck  to  the  line  haul  transportation  vehicle  which 
generally  is  a  large  and  very  expensive  aircraft.  Trucks,  therefore,  are  an  integral  part  of 
any  cargo  service.  The  aircraft  itself  is  simply  a  faster  line  haul  vehicle  than  the  primary 
vehicles  traditionally  used  for  transporting  cargo-  trucks,  trains  or  ships. 

Of  course,  the  most  obvious  difference  between  passengers  and  cargo  is  that  cargo  is 
inanimate.  The  regulators  of  domestic  and  international  air  transportation,  however,  seem 
to  have  often  overlooked  this  fact  and  have  been  satisfied  to  adopt  an  inappropriate 
regulatory  framework  for  cargo.  Secondly,  cargo  comes  in  various  sizes  and  shapes  while 
passenger  trafiBc  is  relatively  homogeneous.  Thus,  traflBc  moved  by  Federal  Express  and 
other  all  cargo  or  express  carriers  vary  in  size  from  a  one  ounce  document  to  a  very  large 
computer,  a  shipment  of  horses,  to  automobiles  and  military  equipment  including  very 
heavy  and  very  large  pieces  of  battlefield  equipment.  By  contrast,  passengers  come  in 
only  one  general  model. 

Another  significant  difference  in  cargo  and  passenger  transportation  is  that  cargo  moves 
one  way  while  passengers  move  bi-directionally  leaving  their  port  of  origin  and  virtually 
always  returning  to  their  original  point  of  departure.  The  flow  of  cargo  over  thousands  of 
traffic  lanes  throughout  the  worid  is  almost  never  bi-directional.  Thus,  passenger 
transportation  is  "bilateral"  while  cargo  moves  unidirectionally  and  almost  never  returns 
"home."  This  results  in  tremendous  imbalances  between  most  traffic  lanes  or  markets  and 
explains  the  reason  traditional  bilateral  agreements  are  not  suitable  for  cargo.  A  passenger 
carrier  has  return  traflBc  potential  virtually  identical  to  its  outbound  flow  while  a  cargo 
carrier  must  follow  the  very  unpredictable  flow  of  traflBc  as  it  attempts  to  produce  an 
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economical  and  eflBcient  service  among  markets.  Additionally,  circularity  in  the  movement 
of  cargo  is  not  a  concern  except  as  it  relates  to  the  ultimate  cost  of  the  transportation  or  as 
it  aflfects  the  transit  time  desired  by  the  customer.  On  the  other  hand,  direct  service  is  a 
key  success  factor  in  the  passenger  business,  since  every  passenger  prefers  to  go  directly 
between  origin  and  destination.  The  cargo  customer  is  unaffected  by  the  route  of 
movement  or  the  type  of  vehicle  utilized  so  long  as  the  provider  of  services  is  able  to 
deliver  its  product  in  a  timely,  predictable,  and  consistent  fashion.  The  design  of  a 
worldwide  all  cargo  system  is  therefore  extremely  complicated  and  often  changes  due  to 
patterns  of  production,  distribution,  and  traflSc  flows  as  they  unpredictably  move  market 
to  market. 

It  is  critical  that  these  important  differences  be  carefully  considered  as  you  attempt  to  deal 
with  international  aviation  relationships  which  have  historically  been  fashioned  by 
governments  to  deal  only  with  the  "bilateral"  movement  of  passengers.  By  default,  cargo 
interests  have  been  an  afterthought  and  continue  to  be  so  today  even  though  the  efiBcient 
movement  of  goods  is  intrinsic  to  the  facilitation  of  U.S.  trade.  It  is  of  utmost  importance 
and  in  the  best  economic  interest  of  our  country  to  recognize  that  cargo  is  a  "multi-lateral" 
product  subject  to  the  vagaries  of  the  manufacturing  and  distributing  communities. 

m.       CURRENT  REGULATORY  FRAMEWORK  IS  INADEQUATE  TO  MEET 
THE  SPECIFIC  NEEDS  OF  CARGO 

Why  has  passenger  orientation  dominated  the  traditional  regulatory  fi-amework  of  both 
domestic  and  international  transportation?  It  is  my  belief  that  most  people  who  are  not 
immersed  in  cargo  transportation  tend  to  believe  that  what  is  good  for  passengers  is 
automatically  good  for  and  applicable  to  cargo.  You  have  probably  heard  from  others  as 
you  have  already  from  me,  that  passenger  issues  always  take  the  forefront  and  cargo  is 
always  secondary.  I  think  I  know  why.  The  primary  mode  of  moving  passengers  both 
domestically  and  internationally  is  by  air.  How  long  has  it  been  since  one  of  you  boarded 
a  bus  for  intercity  transportation  or  a  ship  for  an  international  trip?  While  there  are 
domestic  bus  and  train  services,  the  eflBciencies  produced  by  domestically  deregulated  air 
passenger  services  have  produced  air  transport  that  is  price  competitive  with  these  surface 
modes.  In  contrast,  international  dominance  of  air  passenger  transportation  is  even 
greater  and  is  almost  the  exclusive  method  for  long  distance  intercity  travel.  Hence, 
government  regulators  have  focused  on  the  needs  of  passenger  services  with  which  they 
are  personally  familiar  while  often  ignoring  the  movement  of  inanimate  objects  so 
important  to  a  robust  trade  sector.  The  result  of  this  shortsightedness  is  a  worldwide  air 
cargo  regime  that  is  in  many  cases  highly  ineflScient.  Most  governments  ignore  the  fact 
that  air  cargo  transportation  may  be  among  the  most  important  transport  activities 
affecting  a  country  and  its  economy.  It  is  important  to  note  that  the  correlation  of  air 
cargo  to  trade  is  as  significant,  if  not  more  so,  as  that  of  passenger  services  to  tourism. 

Focusing  first  on  U.S.  exports,  in  1992,  $106,762,000,000  of  U.S.  products  were 
exported  by  air  totaling  44.9%  of  the  value  of  all  U.S.  exports.  U.S.  exports  and  imports 
moved  by  air  in  1992,  accounted  for  $202,686,000,000  in  value  or  34.8%  total  exports 
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and  imports.  Though  I  do  not  have  statistics  on  the  value  of  domestic  products  moving  by 
air,  but  knowing  that  the  express  industry  serves  as  the  key  logistics  system  for  most  high 
value-added  products  in  the  United  States,  the  value  of  domestic  products  transported 
within  the  United  States  would  certainly  be  a  staggering  figure.  By  contrast,  passenger 
services  produced  $72,600,000,000  of  receipts  fi-om  international  spending  in  the  U.S. 
Thus,  the  lesson  is  clear  -  the  U.S.  government  and  governments  abroad  should  refocus 
their  aviation  policies  to  consider  the  needs  of  their  manufacturing  and  producing  sectors 
that  create  wealth  and  jobs.  Given  the  reciprocal  relationships  that  exist  among 
manufacturers,  trade,  and  air  transport,  and  given  that  trade  engenders  prosperity,  it 
behooves  every  responsible  government  to  aggressively  deal  with  air  cargo  issues  without 
subordinating  these  needs  to  passenger  issues.  In  short,  the  most  efBcient,  consistent, 
predictable  air  logistic  services  will  assure  each  consumer  the  highest  quality  product  at 
the  lowest  cost,  and  help  ensure  the  highest  degree  of  competitiveness  for  U.S.  business 
in  the  worldwide  economy.  It  is  in  the  national  interest  for  this  Committee  to  insure  that 
the  Departments  of  Transportation  and  State  separately  consider  cargo  issues  both 
domestically  and  internationally. 

IV.       UNDERSTANDING  THE  REQUIREMENTS  FOR  AN  EFFICIENT  AIR 
CARGO  EXPRESS  INDUSTRY 

It  is  also  important  to  understand  the  unique  issues  of  express  transportation.  The  modem 
express  industry  created  by  the  1977  deregulation  of  air  cai'go  services  has  clearly  been  an 
unqualified  success.  Moreover,  since  the  inauguration  of  Federal  Express  services  in 
1973,  the  cost  of  express  transportation  by  Federal  Express  has  been  reduced,  unadjusted 
by  inflation,  by  approximately  50%.  In  real  terms,  therefore,  the  cost  of  moving  a  package 
overnight  costs  approximately  25%  as  much  today  as  it  did  in  1973!  Every  community, 
and  in  fact  every  household,  in  the  United  States  of  America  is  accessible  by  at  least  two 
carriers  in  this  deregulated  industry  with  a  delivery  commitment  no  later  than  the  next  day. 
This  was  made  possible  by  the  flexibility  generated  by  the  federal  legislation  of  1977 
mentioned  above  and  the  1980  deregulation  of  interstate  surface  transportation.  The 
combination  of  both  these  important  acts  allowed  our  system  to  develop  nationally  on  an 
interstate  basis. 

Such  changes  have  proven  to  be  incontrovertibly  successful  and  the  U.S.  express  industry 
is  the  most  dynamic,  most  innovative,  most  consumer  driven,  most  changing  segment  of 
the  transportation  industry  today.  Any  re-regulation  of  express  transportation  would 
impair  the  ability  to  provide  critical  services  demanded  by  shippers  and  would  be 
devastating  to  our  industry  and  our  economy. 

A.         THE  CREATION  OF  ENTREPRENEURIAL  MARKETS  ARE 

DEPENDENT  UPON  A  VIABLE  AIR  CARGO  EXPRESS  INDUSTRY 

The  express  industry  both  domestically  and  internationally  is  enormously  important. 
Computers,  medicines,  high  value  consumer  goods,  and  the  creation  of  entrepreneurial 
markets,  are  now  extremely  dependent  upon  viable  express  transportation  networks.  Such 
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systems  have  led  to  decreased  inventories  and  huge  cost  savings  for  both  manufacturers 
and  consumers.  The  adoption  of  just-in-time  transportation  requirements  for  every 
progressive  business  based  on  the  continued  availability  of  express  services  is  critical  to 
GNP  growth  and  increased  employment. 

The  importance  of  the  air  express  industry  to  the  growth  of  the  economy  is  exemplified  by 
a  case  study  of  Gateway  2000,  a  direct  marketer  of  personal  computers.  Upstart  Gateway 
2000,  named  the  fastest  growing  private  company  in  America  in  1990,  did  not  even  exist 
until  1985.  One  would  think  that  the  obvious  location  for  the  fastest  growing  private 
company  in  America  and  a  distributor  of  computers  would  be  in  a  major  market  area. 
This  not  the  case  with  Gateway  whose  headquarters  are  located  in  a  corrugated  metal 
building  partially  obscured  by  a  robust  com  crop  in  North  Sioux  City,  South  Dakota. 
With  no  retail  branches.  Gateway  depends  entirely  on  advertising  and  customer  referrals  to 
communicate  with  prospective  buyers.  In  1991,  Gateway  announced  that  it  had  sold  more 
than  250,000  units  making  it  the  number  one  direct  marketer  of  computers  within  the 
United  States.  In  September  1992,  it  completed  a  new  250,000  sq.  ft.  facility  increasing 
it?  production  capacity  by  50%.  In  1993,  Gateway  plans  to  expand  to  Europe  (which  now 
accounts  for  less  than  5%  of  Company  sales)  and  predicts  that  Europe  could  generate 
50%  of  its  sales  within  five  years.  How  can  Gateway  2000  located  in  a  town  in  South 
Dakota  with  a  total  population  of  2,019  be  so  successfiil  in  the  global  economy?  This 
unbelievable  success  story  was  only  possible  due  to  the  availability  of  express  services. 
The  availability  of  express  service  to  every  community  in  the  United  States  allows 
Gateway  to  ship  one  part  fi^om  one  location  and  another  part  fi^om  another  location  both 
of  which  arrive  at  the  same  time  at  the  customer  site.  Gateway  has  thereby  reduced  the 
cost  of  shipping  computer  systems  to  consumers.  In  turn,  this  American  company  hires 
American  workers,  produces  high  tech  goods  in  America,  and  competes  aggressively  not 
only  in  the  United  States  but  overseas  as  well. 

There  are  literally  thousands  of  such  stories,  like  Gateway,  that  have  been  made  possible 
by  express  transportation  services.  And  in  order  to  duplicate  such  successes  there  must  be 
available  an  express  industry  that  provides  not  only  transportation  services  fi-om  the  dock 
of  the  shipper  to  the  door  of  the  consignee,  but  provides  all  necessary  informational 
services  including  customs  clearance,  export  regulation,  taxation,  commodity  restrictions, 
and  the  like,  which  enables  a  totally  inexperienced  company  to  access  every  market  in  the 
world  with  one  telephone  call. 

B.         THE  NEED  FOR  AN  OPEN  mTERNATIONAL  BILATERAL  AVIATION 
REGIME  FOR  ALL  CARGO 

Federal  Express,  has  been  an  outspoken  advocate  of  an  "open  skies"  international  air 
cargo  regime.  We  maintain  this  position  in  spite  of  the  fact  that  Federal  Express  has 
obtained  the  broadest  cargo  authority  of  any  U.S.  carrier  through  the  processes  of 
competitive  route  awards  or  purchase.  It  goes  without  saying,  for  all  the  reasons  set  forth 
above,  Utopia  for  consumer  interests  both  here  and  abroad  would  be  "open  skies"  for 
cargo.  By  "open  skies"  for  cargo  I  mean  that  any  transporter  of  cargo  in  one  of  the  three 
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segments  mentioned  above  would  be  allowed  to  transport  cargo  from  the  dock  of  any 
shipper  to  the  dock  of  any  consignee  whether  located  within  a  country's  boundaries  or 
outside  those  boundaries  without  governmental  restrictions.  Our  government,  though 
agreeing  with  that  philosophy,  has  communicated  to  us  time  and  time  again  that  such 
philosophy  is  politically  impossible.  Nonetheless,  we  recommend  a  modified  version  of 
such  a  re^me  for  the  consideration  of  this  Committee  based  on  historical  analysis. 

The  Chicago  Convention  occurred  in  1944  when  the  most  advanced  aircraft  known  to 
participants  in  that  convention  was  the  Douglas  DC-6  and  Lockheed  Constellation,  which 
had  little  cargo  capability  compared  to  today's  aircraft.  As  a  matter  of  fact,  due  to  the 
limited  space  in  the  transport  of  that  era  there  were  severe  limits  on  the  size  of  personal 
baggage  passengers  could  carry  with  them. 

It  is  interesting  to  note  that  is  was  not  until  November  1953  that  American  Airlines 
introduced  non  stop  service  between  Los  Angeles  and  New  York  using  the  DC-7  -  the 
successor  to  the  DC-6.  It  was  two  years  later  in  July  1954  before  the  first  flight  of  an 
American  jet  transport,  the  Boeing  707,  took  place  and  scheduled  jet  service  by  U.S. 
carriers  did  not  begin  until  1958. 

This  is  the  back  drop  that  engendered  the  historical  bilateral  relationships  which  continue 
to  exist  today,  and  it  is  amazing  that  governments  continue  to  overlook  the  fact  that  the 
concepts  regulating  air  transport  at  that  time  are  irrelevant  in  an  industry  that  has  made 
quantum  leaps  in  technology.  In  short,  international  air  cargo  is  regulated  by  rules  that  did 
not  and  could  not  have  contemplated  current  worldwide  aviation  operations  and 
capabilities. 

C.         THE  TIME  IS  RIPE  FOR  CREATING  A  RATIONAL  SYSTEM  FOR  THE 
MOVEMENT  OF  CARGO 

The  anomalies  of  fifth  and  sixth  "freedoms"  as  defined  by  the  '44  Chicago  Convention 
exemplify  the  anachronistic  constraints  on  air  cargo  transportation.  These  third  country 
opportunities  are  now  very  important  to  certain  airlines  because  of  the  location  of  their 
hubs,  an  accident  of  geography,  and  the  availability  of  long  range  aircraft.  An  egregious 
example  of  a  regime  which  devastates  the  economics  of  all  cargo  operations  to  the 
detriment  of  its  own  businesses  and  consuming  public  is  Hong  Kong.  Cathay  Pacific,  a 
British  controlled  carrier  with  Hong  Kong  rights  negotiated  by  the  British,  in  the 
otherwise  most  open  economy  in  the  world  does  not  allow  U.S.  carriers  to  transport  Hong 
Kong  cargo  traSic  to  or  from  any  destination  except  the  United  States.  However,  because 
of  its  location,  using  Hong  Kong  as  its  hub,  Cathay  Pacific  can  participate  in  U.S.  traflBc 
and  other  U.S./third  country  traflBc  to  and  from  the  Philippines,  Japan,  South  Korea, 
Indonesia,  Singapore,  and  Thailand  to  the  United  States.  What  is  the  rationale  for  the 
United  States  government  allowing  a  carrier  in  Hong  Kong  to  compete  on  U.S.  traflBc  to 
and  from  the  previously  named  points  when  U.S.  carriers  cannot  compete  on  Hong  Kong 
traflBc  to  and  from  those  same  points?  It  is  worth  reiterating  that  such  sixth  freedom 
operations  are  accidents  of  geography  and  result  from  bilaterals  which  never  contemplated 
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the  movement  of  air  cargo  between  distant  international  locations.  It  is  therefore  time 
now  for  the  world's  regulators  to  create  a  rational  system  for  the  movement  of  air  cargo. 

In  this  regard,  it  is  hard  to  understand  why  Japan,  France,  or  the  United  States  is  not 
mandating  such  openness.  Germany  has  certainly  recognized  its  merit  and  has  offered  a 
proposal  to  Uberalize  the  air  cargo  regime  in  the  U.S. -Germany  markets  in  past 
negotiations.  However,  at  the  risk  of  losing  that  opportunity  the  U.S.  government  chose 
to  await  the  settlement  of  passenger  issues  in  this  market  before  it  finally  agreed  to 
conclude  an  open  skies  agreement  separately  for  cargo. 

Throughout  Europe,  in  fact,  it  is  perfectly  legal  to  move  customers'  products  between 
points  by  truck,  but  air  transport  is  prohibited  for  the  same  product  between  the  same 
points!  What  is  the  consumer  interest  in  precluding  us  fi'om  substituting  nothing  but  a 
"faster  truck"  called  an  all  cargo  aircraft?  There  is  none.  It  is  the  protection  of  a  country's 
national  air  carrier  not  its  citizens'  interests  which  motivate  government  decisions 
regarding  cargo  air  transport  services.  Unless  a  new  system  is  adopted,  governments  will 
continue  to  act  to  the  detriment  of  shippers  and  consumers  throughout  the  worldwide 
economy.  The  first  step  in  solving  this  problem  is  to  insure  that  cargo  is  considered  as  a 
separate  negotiating  issue  with  every  country  or  region. 

D.        INTERNATIONAL  POSTAL  RULES  AND  CUSTOMS  REGULATIONS 
OBSTRUCT  THE  MOVEMENT  OF  EXPRESS  CARGO 

Notwithstanding  the  impediments  created  by  the  artificial  distinctions  of  fifth  and  sixth 
freedom  air  rights  outlined  above,  private  express  cargo  carrier  services  are  subject  to 
anachronistic  international  postal  rules  and  cumbersome  customs  regulations  in  foreign 
countries  that  interfere  negatively  with  their  operations. 

Express  cargo  operators  face  discrimination  by  customs  ofiBcials  in  favor  of  shipments  of 
postal  administrations.  Under  international  treaties  and  cooperative  arrangements, 
national  postal  administrations  have  devised  a  uniform,  simplified  system  of 
documentation  accepted  by  customs  administrations  and  not  available  to  private 
companies.  Furthermore,  customs  oflBcials  do  not  require  use  of  a  broker  for  postal 
shipments.  Such  shipments  are  frequently  subject  to  less  scrutiny  than  those  carried  by 
private  operators,  and  often  escape  the  lawfial  levy  of  duties  and  taxes.  This  gives  postal 
delivery  services  an  unfair  competitive  advantage  over  express  cargo  operators  for  certain 
shippers  such  as  catalogue  sales  operation,  which  generate  large  numbers  of  dutiable  items 
often  requiring  extensive  documentation.  This  inequality  of  treatment  by  customs, 
justified  because  the  postal  administrations  are  historically  sister  agencies  within  the 
national  government,  creates  unfair  competition  for  express  carriers  and  a  burden  on  their 
users.  If  simplified  postal  documentation  supplies  enough  information  for  a  customs 
oflBcial  to  prepare  a  proper  entry  of  a  good  carried  by  a  postal  operator,  that  same 
documentation  should  also  suffice  for  private  carriers'  shipments.  Moreover,  all  shipments 
should  be  equally  subjected  to  the  legal  levy  of  duties  and  taxes  upon  entry. 
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A  recent  example  of  this  inequality  is  Federal  Express'  loss  of  business  from  a  major 
catalogue  company  for  shipments  from  the  U.S.  to  Japan.  This  company  claimed  that  it 
spent  $250,000  on  documents  requested  by  Federal  Express  for  Japanese  Customs  entry 
that  the  U.S.  Postal  Service  did  not  require  for  the  same  articles.  AdditionaUy,  they 
estimated  that  another  $250,000  represented  the  difference  between  duties  charged  on 
shipments  carried  by  Federal  Express  and  those  carried  by  the  U.S.  Postal  Service  because 
Japanese  customs  oflBcials  unequally  review  postal  and  private  shipments. 

E.         RECOMMENDATION  FOR  NEGOTIATING  INTERNATIONAL  AIR 
CARGO  RIGHTS 

The  United  States  government  should  put  in  place  a  strict  policy  requiring  any  of  its 
trading  partners  with  air  services  operations  to  the  United  States  to  allow  total  operating 
flexibility  for  U.S.  transporters  of  cargo.  Such  a  policy  will  ensure  that  an  eflBcient 
infrastructure  exists  between  the  United  States  and  its  trading  partners  to  facilitate  the  free 
movement  of  goods.  Further,  I  recommend  the  bifurcation  of  cargo  from  passenger  rights 
in  international  aviation  negotiations  for  two  reasons:  1)  it  will  be  politically  more 
workable  to  obtain  an  open  regime  for  air  cargo  servdces;  and  2)  some  rights  strictly 
benefit  passenger  services,  ergo  foreign  combi-aircraft,  and  have  a  great  potential  to  harm 
the  interests  of  U.S.  cargo  carriers.  I  have  demonstrated  in  the  case  of  the  fifth/sbcth 
freedom  example  how  applying  the  same  standards  to  cargo  and  passenger  can  have  a 
detrimental  effect  on  the  services  of  the  former  while  benefiting  the  latter.  Likewise,  the 
new  relentless  trend  of  negotiating  code  share  rights  could  potentially  harm  the  interests  of 
U.S.  cargo  carriers  because  they  fiirther  strengthen  the  greater  cargo  traffic  advantage  of 
foreign  flag  carriers  over  U.S.  all-cargo  carriers  which  could  otherwise  be  restricted  from 
operating  freely  in  the  same  market.  Unlike  combination  carriers,  U.S.  all-cargo  carriers 
do  not  market  their  services  based  on  gateway  routing  conveniences.  Hence,  the  tra£Bc 
potential  of  foreign  carriers  is  further  increased  by  gaining  greater  access  to  new  freight 
markets  while  U.S.  all-cargo  carriers  gain  little. 

Additionally,  although  the  U.S.  government  has  made  an  initial  attempt  to  pursue  a 
multilateral  relationship  with  the  European  Union  (EU),  where  the  value  of  cargo 
flexibility  has  been  recognized  in  the  trucking  sector  and  discussed  positively  in  the 
aviation  sector  over  the  last  few  years,  we  question  the  EUs  commitment  to  bring  these 
negotiations  to  fiTjition  since  that  political  body  has  yet  to  obtain  the  mandate  from  its 
member  states  to  negotiate  on  their  behalf  Nevertheless,  we  want  to  underscore  Federal 
Express'  support  for  free  and  open  market  access  with  the  understanding  that  access  to  the 
U.S.  domestic  market  for  foreign  airlines  will  only  be  exchanged  in  the  context  of 
equivalent  economic  opportunities  for  U.S.  carriers  abroad.  In  that  regard.  Federal 
Express  supports  the  U.S.  government's  view  that  transborder  movements  within  the  EU 
have  the  legal  status  of  fifth  freedom  rights.  Therefore,  cabotage  right  exchanges  between 
the  U.S.  and  EU  for  cargo  services  must  be  considered  in  the  context  of  an  equivalent 
exchange  that  does  not  include  renegotiation  of  existing  rights.  Market  access  for  cargo 
services  must  be  premised  on  the  principle  of  economic  reciprocity  which  in  turn  must  be 
examined  within  the  context  of  exchanging  intra-state  access  within  EU  sovereign  states 
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for  U.S.  cargo  services  with  the  equivalent  of  these  rights  in  the  U.S.  for  EU  cargo 
services.  We  urge  this  Committee  to  conduct  an  economic  analysis  of  these  equivalencies. 

It  should  be  noted  that  air  passenger  regimes  could  be  regulated  in  the  traditional  bilateral 
model  and  subject  to  restrictions  even  under  such  a  liberalized  cargo  environment.  In  fact, 
it  is  analogous  to  the  situation  in  the  U.S.  in  1977  when  air  cargo  was  deregulated  and 
passenger  services  remained  regulated  for  a  period  of  time. 

For  these  reasons,  we  respectfully  recommend  that  you  urge  the  United  States  to  create 
rational  international  rules  for  the  movement  of  cargo.  The  U.S.  government  must  take 
the  lead  to  ensure  that  every  country  creates  an  operating  scenario  for  cargo  which  is 
based  on  the  needs  of  shippers  and  consumers  rather  than  air  carrier  interests.  In  this  vein. 
Federal  Express  recommends  the  bifurcation  of  cargo  from  passenger  rights  in 
international  aviation  negotiations. 

Mr.  Chairman,  this  concludes  my  formal  presentation.  I  would  like  to  express  the  deep 
appreciation  of  the  employees  of  Federal  Express  to  you  and  the  members  of  this 
Committee  for  your  vision  and  leadership  in  pressing  for  international  cargo  regulatory 
reform. 

It  is  our  earnest  hope  that  our  activities  in  particular  and  those  of  our  vital  industry  in 
general  have  resulted  in  substantial  overall  benefits  to  both  ourselves  and  the  public  as  a 
result  of  your  work  in  this  area. 

Thank  you. 
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STATEMENT  ON  U.S.  AIRLINE  INDUSTRY  INTERNATIONAL 

POLICY  ISSUES  AND  CONCERNS 


Submitted  May  3,  1994 

TO  THE  U.S.  HOUSE  AVIATION  SUBCOMMITTEE 

WASHINGTON,  D.C. 

By  Victoria  Frankovich,  President 

Independent  Federation  of  Flight  Attendants 

63  0  Third  Avenue 

New  York,  New  York   10017 


The  Independent  Federation  of  Flight  Attendants  (IFFA),  as 
collective  bargaining  representative  for  TWA's  Flight  Attendants 
and  also  now  co-owners  of  the  new  TWA,  is  pleased  to  present  our 
comments  and  concerns  about  U.S.  airline  industry  international 
policies.   IFFA  would  like  to  express  appreciation  to  this 
Subcommittee  for  the  opportunity  to  present  this  statement. 

IFFA  presently  plays  a  unique  dual  labor  leadership  and 
ownership  role  as  part  of  the  post-Icahn  TWA.   This  new  role 
carries  with  it  both  the  traditional  advocacy  characteristics  of 
any  employee  work  force  representative,  and  also  the 
responsibilities  faced  by  any  business  co-owner.   IFFA  was  also 
the  sole  labor  and  employee  representative  on  the  TWA  Unsecured 
Creditors  Committee  in  the  TWA  Bankruptcy  proceeding  which 
resulted  in  TWA's  new  employee  co-ownership  structure.   Thanks  to 
the  successful  IFFA  and  TWA  Creditors  Committee  negotiations  with 
former  TWA  owner  Carl  Icahn,  TWA  labor  groups  and  various  U.S. 
Government  agencies,  TWA  has  begun  its  new  destiny  as  the  first 
major  U.S.  passenger  airline  in  modern  aviation  history  which  is 
truly  owned  and  controlled  in  substantial  part  by  its  employees. 
IFFA  has  every  reason  to  believe  that  with  plenty  of  work  on 
everyone's  part,  TWA  can  and  will  succeed.   Whether  success  will 
in  fact  occur,  however,  may  well  depend  upon  how  the  U.S. 
Government  meets  the  need  to  address  and  resolve  various  U.S. 
airline  industry  international  policy  concerns  since  TWA  is 
especially  vulnerable  in  this  area  as  a  major  U.S.  international 
passenger  carrier.   Our  specific  concerns  are  set  forth  below. 
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Core  Work  Place  And  Employee  Issues 

Consistent  with  President  Clinton's  commitment  of  "Putting 
People  First",  IFFA  has  several  recommendations  for  correcting 
past  abuses  of  U.S.  airline  industry  employees  and  preventing 
their  future  recurrence  to  the  sole  benefit  of  foreign  flag 
cariers  competing  for  passengers  in  the  U.S.  international 
market.   Adoption  of  these  recommendations  will  only  make  the 
U.S.  airline  industry  more  competitive  in  this  market.   Perhaps 
more  importantly,  their  adoption  should  guarantee  productivity 
increases  essential  for  restoring  industry  profitability. 

Preliminarily,  IFFA  would  note  that  U.S.  airline  industry 
employee  costs  are  not  now  and  have  never  been  the  primary  reason 
for  airline  industry  problems.   As  the  last  ten  years  have 
demonstrated,  higher  wage  airlines,  relatively  speaking,  can  make 
money  while  lower  wage  carriers  can  lose  money  with  equal  ease. 
For  example,  one  U.S.  carrier  represented  on  last  year's  Airline 
Industry  Reform  Commission  pays  very  high  compensation  to  its 
flight  attendants  while  remaining  one  of  this  country's  few 
profitable  airlines.   Far  more  significant  to  restoring  domestic 
industry  economic  health  is  the  need  for  stabler,  safer, 
healthier  and  more  positive  work  place  environments  where 
employees  are  encouraged  to  be  more  productive  because  they  like 
their  jobs  and  trust  ownership  and  management.   IFFA  strongly 
recommends  adoption  of  several  employee  stability  measures  which 
should  improve  employee  morale  and  productivity. 

First,  this  Commission  should  aggressively  push  for  adoption 
of  labor  protective  provision  (LPP)  legislation  to  assure 
retention  of  employee  jobs  in  case  of  merger,  consolidation, 
route  sales  or  substantial  asset  transfers.   This  legislation  is 
long  overdue  and  essential.   Moreover,  LPP  legislation  should 
include  mandatory  seniority  integration  provisions  which 
recognize  the  value  experienced  employees  contribute  to  a 
carrier's  bottom  line  in  terms  of  productivity.   Given  that  LPP 
protections  are  presently  the  law  in  a  number  of  countries  whose 
carriers  vigorously  compete  in  U.S.  overseas  markets,  they  pose 
no  competitive  threat  here.   Ironically,  at  a  time  when  foreign 
flag  carriers  are  seeking  greater  ownership  and  control  interests 
inU.S.  airlines  (a  development  IFFA  strongly  favors  in 
principle),  U.S.  workers  may  well  lose  jobs  as  these  foreign  flag 
acquisitions  transfer  U.S.  international  flying  to  overseas 
countries  whose  own  citizens  enjoy  labor  protections  under  their 
laws  which  our  country  denies  our  citizens.   Congress  should  act 
now  to  prevent  this  from  occurring. 

Second,  in  the  area  of  airline  employee  work  place  health, 
safety  and  labor,  IFFA  urges  the  immediate  adoption  of  flight 
attendant  duty  time  and  rest  standards  like  those  proposed  in 
either  Representative  Mineta's  H.R.  14  presently  pending  in  the 
U.S.  House;  or  perhaps  even  more  desirably,  the  new  standards 
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soon  to  be  adopted  by  the  European  Commission  country  flag 
carriers  on  an  industry  wide  basis  through  the  EC  Joint  Aviation 
Authority.   Adoption  of  such  standards  here  would  thus  end  more 
than  fifty  years  of  discrimination  against  the  U.S.  flight 
attendant  work  force  by  recognizing  that  flight  attendants 
deserve  the  same  duty  and  rest  limits  afforded  all  other  American 
workers,  especially  in  the  airline  industry.   In  this  day  and 
age,  it  is  inexcusable  for  U.S.  carrier  flight  attendants  to  be 
subjected  to  a  lack  of  duty  and  rest  standards  enjoyed  by  our 
counterparts  in  a  number  of  far  less  developed  nations. 

Third,  this  Subcommittee  should  support  legislation 
providing  OSHA  or  OSHA-like  protection  and  enforcement  for  all 
airline  flight  attendants  either  at  the  FAA  or  the  Labor 
Department.   It  is  absolutely  inexcusable  that  flight  attendant 
occupational  safety  concerns  remain  wholly  ignored  in  U.S.  law, 
because  the  FAA  has  failed  to  exercise  and  the  Labor  Department 
lacks  jurisdiction  to  address  the  myriad  problems  in  this  area 
such  as  high  altitude  radiation,  excessive  cabin  noise,  poor 
cabin  air  quality,  repetitive  motion  injuries,  etc.   Flight 
attendants,  who  remain  a  predominantly  (85  percent)  female  work 
force,  should  not  remain  one  of  the  few  American  work  forces 
lacking  meaningful  safety  and  health  protections  on  the  job. 
Enactment  of  such  legislation  can  only  improve  employee 
productivity  and  lower  U.S.  carrier  costs,  both  needed  to 
maintain  U.S.  carrier  competitiveness  in  today's  global  market. 
On  a  closely  related  note,  IFFA  strongly  urges  this  Subcommittee 
to  encourage  a  DOT  smoking  ban  on  all  flights  within  the  U.S. 
international  market  by  both  domestic  and  foreign  flag  carriers. 
To  the  extent  smoking  subjects  passengers  and  employees  alike  to 
poor  air  quality  and  passive  smoke  health  hazards,  there  is  no 
justification  to  permit  it  in  our  market. 

Fourth,  IFFA  urges  this  Subcommittee's  support  for  immediate 
adoption  of  legislation  outlawing  the  use  of  permanent  striker 
replacements  in  labor  disputes.   IFFA  knows  first  hand  from  its 
1986  strike  and  former  TWA  owner  Carl  Icahn's  prominent 
replacement  of  over  4,000  long-term  flight  attendants  that 
permitting  the  use  of  permanent  striker  replacements  most 
certainly  leads  to  irreparable  decline  in  morale  and  productivity 
and  an  inevitable  decline  in  the  business  at  issue.   Moreover, 
permanent  replacement  of  employees,  because  they  exercised  a 
right  to  strike  protected  by  either  the  Railway  Labor  Act  or 
National  Labor  Relations  Act,  is  simply  wrong.   Adoption  of  a 
striker  replacement  ban  will  greatly  improve  labor  relations  at 
all  U.S.  airlines  and  enhance  industry  financial  stability  by 
forcing  the  parties  to  reach  agreements  quickly  and  letting  the 
carriers  fly  in  labor  peace.   This  alone  will  prevent  U.S.  flag 
carriers  from  losing  potentially  significant  international 
passenger  market  share  to  foreign  flag  competitors. 
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Finally,  this  Commission  should  consider  specific 
legislative  measures  encouraging  all  U.S.  carriers  to  adopt  the 
types  of  employee -management  relationships  which  has  enabled  TWA 
to  come  out  of  bankruptcy  in  a  stronger  financial  position. 
Meaningful  employee  ownership  and  governance  participation  have 
proved  critical  in  obtaining  new  labor  agreements  with  some 
draconian  employee  financial  concessions  because  employees  now 
understand  that  they  have  a  real  stake  in  seeing  TWA  thrive.   To 
the  extent  this  Subcommittee  might  propose  affirmative  steps  such 
as  tax  incentives  or  favorable  route  competition  decisions  for 
carriers  with  increased  employee  ownership  and  participation  in 
corporate  governance,  IFFA  believes  this  could  prove  quite 
meaningful  in  fostering  the  type  of  work  place  environment 
conducive  to  industry  profitability  and  enhanced  competitiveness. 

Foreign  Investment  In  U.S.  Carriers 

As  stated  above,  IFFA  strongly  favors  increased  foreign 
investments  in  U.S.  carriers  as  essential  new  sources  of  capital 
for  financially  vulnerable  airlines.   IFFA  believes,  however, 
that  impediments  to  foreign  investments  in  U.S.  carriers  should 
be  eased  subject  to  two  specific  conditions.   First,  foreign 
investment  must  not  result  in  actual  foreign  carrier  control  over 
U.S.  carriers,  transfer  of  flight  time  from  the  U.S.  to  the 
foreign  carier,  or  shrinkage  of  the  U.S.  carrier  work  force 
through  replacement  of  U.S.  citizen  (or  permanent  resident  alien) 
employees  with  overseas  foreign  nationals.   Foreign  investment 
will  not  enhance  the  U.S.  airline  industry  economic  position  if 
it  eliminates  U.S.  worker  jobs.   DOT  should  therefore  be 
empowered,  and  if  necessary  required,  to  condition   foreign 
investment  approval  on  the  investor's  agreement  to  abide  by  these 
conditions.   Moreover,  these  conditions  should  be  subjected  to 
continuing  oversight. 

Second,  foreign  investors  in  U.S.  carriers  should  be  fully 
subject  to  all  U.S.  laws  affecting  the  domestic  airline  industry 
whenever  such  investors  take  more  than  a  passive  interest  in  U.S. 
carrier  activities.   Ownership  in  a  U.S.  airline  carries  with  it 
significant  public  interest  responsibilities,  as  IFFA  is  now 
learning  in  its  new  ownership  role.   If  we  are  to  be  held 
accountable  under  U.S.  law  for  our  actions,  non-U. S.  investors 
"should  likewise  be  held  accountable  for  what  they  do.   We 
therefore  recommend  that  DOT  be  empowered  or  required  to 
condition  foreign  investments  in  U.S.  carriers  on  an  express 
agreement  bringing  these  investors  within  the  scope  of  U.S. 
jurisdiction  and  law. 

Creating  A  Proper  Regulatory  Environment  For  U.S.  And  Foreign 
Flag  Carriers  Alike  In  The  U.S.  International  Market 

IFFA  strongly  urges  this  Subcommittee  to  enact  all 
legislation  necessary  to  assure  that  foreign  flag  carriers 
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operating  in  the  U.S.  international  market  are  subjected  to  the 
same  U.S.  regulatory  requirements  which  are  applicable  to  U.S. 
flag  carriers  serving  the  same  market.   IFFA  is  deeply  concerned 
that  costly  U.S.  regulatory  requirements  in  areas  such  as 
equipment,  crew  training  and  qualifications,  English  language 
proficiency,  plus  drug  and  alcohol  testing,  be  equally  applied  to 
foreign  flag  carriers  on  all  their  U.S.  operations  to  assure  a 
level  economic  playing  field.   It  is  grossly  unfair  for  U.S. 
carriers  to  face  expensive  regulatory  burdens  when  our  non-U. S. 
competitors  are  not  forced  to  share  them.   This  issue  has  been 
festering  unresolved  for  several  years  and  we  need  action  now. 
On  a  related  matter,  this  Subcommittee  should  also  consider 
legislation  to  permit  gambling  on  U.S.  flag  carriers  to  the     • 
extent  foreign  flag  carriers  such  as  Singapore  Air  allow  it  to 
occur  on  their  flights.   Such  legislation  would  assure  equal 
competitive  in-flight  conditions  for  U.S.  carriers,  enhance 
bottom  line  profits  and  provide  increased  federal  tax  revenues. 

At  a  time  when  most  U.S.  flag  carriers  are  presently  losing 
money,  unnecessary  regulatory  burdens  in  areas  such  as  drug  and 
alcohol  testing  procedures  offer  opportunities  for  significant 
cost  reductions  if  such  procedures  are  developed  with  cost- 
benefit  analysis  in  mind.   At  the  same  time,  however,  IFFA 
opposes  any  compromise  at  all  on  actual  or  proposed  regulations 
which  protect  employee  health  and  safety.   One  example  of  the 
latter  type  of  regulation  needed  by  the  industry  is  the  proposal 
to  impose  flight  attendant  duty  and  rest  standards  as  described 
more  fully  above. 

Increased  International  Competition  Opportunities 
For  U.S.  Carriers  And  Retaining  Cabotage 

U.S.  flag  carriers  must  clearly  look  towards  international 
markets  for  increased  revenues  and  growth.   This  in  turn  requires 
the  U.S.  Government  to  insist  upon  a  level  economic  playing  field 
abroad  for  its  carriers.   For  example,  the  U.S.  should  be  far 
more  aggressive  in  demanding  access  to  foreign  airport  slots, 
gates,  landing  times  and  routes  at  least  equal  to  the  access 
afforded  foreign  flag  carriers  in  the  United  States.   For 
carriers  like  TWA  who  seek  to  compete  aggressively  in  the  U.S. 
international  flying  market,  we  must  make  certain  that  we  do  not 
face  discriminatory  treatment  in  any  of  these  areas  in  favor  of 
the  foreign  flag  carriers  based  where  we  fly  abroad.   As  the 
European  Community  moves  rapidly  towards  consolidation  into  one 
big  market  for  intra-Europe  flying  purposes,  this  in  turn  raises 
some  very  difficult  issues  about  cabotage  which  the  U.S.  must 
carefully  watch  at  all  times. 
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IFFA  strongly  opposes  any  repeal  or  modification  of  present 
legal  restrictions  against  U.S.  cabotage  for  foreign  flag 
carriers,  because  we  suspect  that  any  such  cabotage  repeal  or 
modification  would  soon  result  in  substantial  elimination  of  U.S. 
employee  flying  jobs. 

On  another  critical  U.S.  international  aviation  policy  note, 
IFFA  also  has  deep  concerns  about  the  present  U.S.  and  overseas 
legal  climate  which  permits,  and  in  certain  instances  may 
require,  U.S.  flag  carriers  to  employ  foreign  national  flight 
attendants  at  bases  outside  the  United  States  for  work  on  U.S. 
and  non-U. S.  international  flights;  while  U.S.  citizens  find  it 
all  but  impossible  to  get  flight  attendant  jobs  at  foreign  flag 
carriers.   IFFA  has  long  identified  this  situation  as  one  which 
grossly  disfavors  U.S.  citizen  workers;  and  would  urge  this 
Subcommittee  to  consider  legislation  requiring  DOT  insistence 
upon  U.S.  citizen  job  opportunities  at  foreign  flag  carriers 
equal  to  those  opportunities  available  to  foreign  nationals  at 
U.S.  carriers  as  a  prerequisite  for  approving  all  new 
international  aviation  agreements . 

Greater  Investments  In  U.S.  Infrastructure  And  Technology 

IFFA  would  like  to  make  three  further  recommendations  for 
Subcommittee  consideration,  with  the  objective  of  identifying 
ways  to  improve  overall  industry  economic  health.   First,  all 
ticket  trust  fund  money  should  be  eanaarked  exclusively  for  U.S. 
airline  infrastructure  improvements  as  was  the  original  intent  of 
Congress.   Second  and  on  a  related  system  improvement  note 
consistent  with  putting  people  first,  IFFA  also  supports  the 
immediate  reinstatement  of  all  fired  air  traffic  controllers 
since  the  U.S.  air  traffic  system  has  yet  to  fully  recover  from 
the  loss  of  these  many  talented  people  from  service.   Third,  IFFA 
also  urges  increased  federal  funding  for  aviation  technology 
research  and  development  since  employees  are  among  the  most 
immediate  beneficiaries  from  any  resulting  innovations.   In  this 
regard,  the  U.S.  must  reassume  its  former  aviation  leadership 
role  and  keep  it  if  the  industry  is  ever  to  recover  its  economic 
health  and  compete  effectively  in  global  flying  markets. 

Concluding  Comments 

IFFA  greatly  appreciates  the  opportunity  to  contribute  to 
this  Subcommittee's  important  deliberations  about  the  U.S. 
airline  industry's  international  concerns.   As  part  of  the  new 
TWA  success  story,  IFFA  hopes  to  be  able  to  share  its  own 
experiences  as  they  evolve  into  what  may  be  the  model  for 
restoring  permanent  economic  health  to  our  carriers  and  making  us 
the  undisputed  long  term  leaders  in  global  passenger  markets . 
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STATEMENT  OF 
STEPHEN  L.  OELBAKD 

ON  BEHALF  OF 
TOWER  AIR,  INC. 

Nay  5,  1994 

Code-sharing  has  become  the  subject  of  several  major 
government  aviation  initiatives  in  the  past  few  years  yet, 
unfortunately,  our  government  has  never  conducted  a  detailed 
analysis  of  whether  code-sharing  is  actually  in  the  public 
interest . 

Our   own  analysis  shows  that  there  are  very  significant 
negative  aspects  to  code-sharing  which  haven't  been  —  and  aren't 
being  —  teJcen  into  consideration  when  government  decisions  are 
being  made.   We  hope  that  this  Committee  will  cause  the 
Department  of  Transportation  to  conduct  a  serious  —  and 
comprehensive  —  study  of  this  issue  before  code-sharing  is 
authorized  to  proliferate  amy  further. 

Following  is  the  way  Tower  Air  perceives  code-sharing: 

Code-sharing  Is  Primarily  A  Pxiblic  Relations 
Gimmick  Designed  To  Mislead  The  Public 

Code-sharing  inherently  causes  the  public  to  be  misled  as  to 

the  type  of  air  service  that  it  will  receive.   It  is  purposely 

designed  to  give  the  impression  to  passengers  that  they  will 

receive  a  better  class  of  service  than  actually  will  be  offered. 

Years  of  study  —  and  common  sense  —  have  demonstrated  the 

following  hierarchy  of  public  preferences  for  air  service: 

The  public  most  prefers  nonstop  service; 
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Second  best  is  through-plane  service; 

Third  best  is  same-carrier  connecting  service; 

Fourth  best  is  two-carrier  connecting  service. 
Code-sharing  is  a  promotional  device  which,  through  media 
advertising,  printed  timetables  and  CRS  displays,  is  designed  to 
make  passengers  believe  that  they  will  receive  what  they  consider 
to  be  "third  best"  service  rather  than  "fourth  best". 

Another  opponent  of  code-sharing  has  likened  this  practice 
to  a  hotel  customer  who  is  led  to  believe  that  he  has  booked  a 
room  at  a  luxury  hotel  in  Manhattan,  but  finds  himself  ending  up 
in  a  dingy  motel  in  Jersey  City. 

code-sharing  Creates  No  Compensating  Public  Benefits 
If  there  were  substantial  benefits  which  the  public  received 
from  code-sharing,  it  might  be  possible  for  our  government  to 
overlook  the  deception  involved  and,  on  balance,  consider  code- 
sharing  to  be  in  the  public  interest.   However,  this  is  not  the 
case. 

Traditionally,  the  questions  of  whether  a  proposed  new 
service  will  actually  result  in  benefits  to  the  public  has  been 
gauged  by  looking  at  the  amount  of  new  traffic  that  would  be 
created  by  the  new  service,  by  the  degree  to  which  service  (and, 
thus,  convenience  to  the  public)  is  actually  improved  —  for 
example,  through  an  up-grade  from  connecting  to  nonstop  service, 
whether  new  services  result  in  lower  fares  and  from  the  ability 
of  the  new  service  to  provide  additional  aircraft  for  the 
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National  Defense.   Cleaurly,  none  of  these  benefits  accxxies  to  the 
traveling  public  or  the  National  Defense  as  a  result  of  the 
holding  out  of  code-shared  services. 

This  should  not  be  surprising  because  code-sharing  produces 
no  actual  new  service  of  any  nature  —  it  only  involves  words  and 
images  in  advertising  and  on  CRS  displays.   The  primary  result  of 
code-sharing  is  that  prospective  airline  passengers  are  misled  to 
believe  that  their  "third  best"  preference  for  service  will  be 
available  when  they  actually  are  going  to  receive  "foiirth  best". 

As  a  consequence,  the  only  real  effect  that  code-sharing  has 
in  the  marketplace  is  to  cause  the  diversion  of  already  existing 
traffic  from  carriers  operating  "first"  and  "second"  preference 
service  in  the  market  to  the  code-sharing  mega  carriers  operating 
"fourth"  preference  service  —  often  with  the  actual  travel 
teOcing  place  on  a  foreign-flag  carrier. 

Code-sharlBa  Is  Inherently  Anti-competitive 
An  equally  pernicious  effect  of  code-sharing  is  that  it 
enables  the  already  big  airlines  to  become  even  bigger  and,  in 
that  sense,  code-sharing  is  severely  anti-competitive.   Small 
U.S.  carriers  cannot  obtain  code-sharing  agreements  with  foreign 
carriers  because  foreign  carriers  are  willing  to  code-share  with 
U.S.  carriers  primarily  as  a  means  to  gain  entry  into  the 
domestic  U.S.  market.   Small  U.S.  carriers  —  Tower  Air,  for 
example  —  do  not  have  (and  are  not  able  to  mount)  sufficiently 
broad  domestic  system  operations  to  metke  code-sharing  with  them 


320 


attractive  to  foreign  carriers.   As  a  consequence,  only  United, 
American,  Delta,  Northwest  and  USAir  are  able  to  engage  in 
fruitful  code-sharing  arrangements. 

Support  of  code-sharing  by  our  government,  thus,  constitutes 
support  for  a  concept  that  —  from  a  very  practical  standpoint  — 
helps  only  the  mega-carriers.   It  is,  therefore,  highly  anti- 
competitive because  it  magnifies  the  differences  in  size  of  the 
large  and  small  carriers. 

code-sharing  Is  Mot  An  Issue  Worthy  Of  The  Bxpenditure 
iff  jjmm.    Bnergy  >nd  Politieal  CaPJfl  BY  Qvr  q<?V»rwaWt 

When  code-sharing  is  viewed  for  what  it  really  is: 

Highly  misleading  to  the  pviblic; 

Offering  no  public  benefits  other  than  traffic 
diversion; 

Inherently  anti-competitive; 

it  appears  clear  to  us  that  this  should  net  be  an  issue  on  which 

our  government  expends  a  lot  of  political  capital  —  nor  very 

much  time  or  energy.   There  are  far  more  important  matters  for 

the  Department  of  Transportation  and  the  State  Department  to  be 

concerned  with.   Unfortunately,  however,  our  transportation 

policy  officials  appear  obsessed  with  this  issue. 

i;iy.^f-Bharina  Cayy  Serioua  Harm  To  Tower  Air 
The  impact  of  presently-existing  code-sharing  arrangements 
is  already  quite  severe  on  Tower  Air.   If  it  is  permitted  to 
continue  to  proliferate,  our  company  could  end  up  in  very  serious 
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circumstances . 

For  example.  Tower,  today,  competes  head-to-head  with  the 
Northwest /KLH  consortium  between  New  York  and  Amsterdam  and  with 
the  Delta/Varig  partnership  between  Miami  and  Sao  Paulo.   Neither 
Northwest  nor  Delta  actually  flies  to  these  destinations  —  only 
their  foreign  partners  do  —  but  most  passengers  don't  )cnow  that. 
The  consequence  of  providing  U.S.  government  support  to  these 
arrangements  is  that  passengers  who  otherwise  might  fly  on  Tower 
Air  to  Amsterdam  or  to  Sao  Paulo  instead  pay  most  of  their  money 
to  the  foreign  carriers  KLM  and  Varig.   The  further  consequence 
is  that  because  of  code-sharing,  neither  Northwest  nor  Delta 
actually  has  to  compete  with  Tower  Air  on  these  routes  in  order 
to  receive  some  of  the  passenger  revenues  drained  from  Tower; 
they  just  have  to  ticket  the  xinsuspecting  passengers  on  KLM  and 
Varig.   Neither  of  these  consequences  appears  to  us  to  be  in  the 
public  interest  —  yet  they  continue  to  be  supported  by  our 
government . 

Some  further  exeunples: 

In  the  New  York-Peuris  market,  where  neither  Northwest  nor 
KLM  operates  directly.  Tower  Air  —  which  does  fly  nonstop  —  is 
subject  to  code-share  poaching  by  both  of  these  carriers  over 
Amsterdam.   The  saune  is  trxie  for  USAir/British  Airways  code-share 
flights  over  London  and  for  United/Lufthansa  code-share  over 
Frankfurt.   None  of  these  U.S.  or  foreign  carriers  serves  the  New 
York-Paris  market  directly,  but  the  combination  of  these  mega- 
carrier  code-sharing  services  has  a  severe  draining  effect  upon 
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Tower  Air's  direct  New  York-Paris  operations. 

The  szune  would  also  be  true  In  Tower  Air's  New  York-Tel  Aviv 
market  If  our  government's  Indiscriminate  support  of  code-sharing 
Is  allowed  to  carry  the  day.   The  only  thing  preventing  code- 
sharing  In  this  market  from  already  taking  place  Is  the 
Government  of  Israel's  refusal  to  allow  It.   Is  It  really  good 
policy  for  U.S.  carriers  to  have  to  rely  on  foreign  governments 
to  decide  when  something  is  against  the  public  interest? 

Code-sharing,  moreover,  severely  inhibits  the  entry  of  small 
carriers  like  Tower  Air  into  heavily  code-shared  new  markets  like 
Germany  and  the  UK.   Our  government  has  made  it  a  high  priority 
to  obtain  code-share  rights  for  the  U.S.  mega-carriers  in  these 
markets  —  but  not  to  obtain  new  entry  opportunities  into  these 
markets  for  small  carriers  like  Tower  Air.   Tower  Air  has  little 
chance  of  getting  our  government's  attention  on  issues  that  would 
enable  it  to  compete  in  new  markets  when  most  of  the  government's 
time  is  spent  on  trying  to  sell  the  concept  of  code-sharing  to 
foreign  governments  who  aren't  Interested  in  buying. 

Clearly  a  reevaluation  of  the  public  Interest  aspects  of 
code-sharing  is  required  now.   To  this  end,  we  suggest  that  the 
DOT  hold  a  public  hearing  on  the  subject.   Not  a  paper-pushing 
exercise,  but  an  actual  town-meeting  type  of  forum,  so  that  the 
government's  policymakers  can  hear  from  the  people  and  companies 
that  are  actually  affected  by  code-sharing. 

We  are  not  so  naive  to  believe  that  the  result  of  such  a 
policy  review  will  be  an  outright  ban  of  already  existing  code- 
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sharing  arrangements.   We  do  believe,  however,  that  such  a 
hearing  will  demonstrate  that  serious  restrictions  must  be  placed 
on  code-sharing.   First,  in  order  to  minimize  the  harm  to  the 
public  caused  by  misleading  code-share  flight  solicitations, 
clear  rules  should  be  promulgated  requiring  that  all 
announcements  of  code-share  flights  that  appear  in  print,  TV 
media  and  on  CRS  systems  must  specify  —  in  language  at  least  as 
prominent  as  the  ticket  price  —  that  the  flights  offered  involve 
connections  between  two  different  airlines,  two  different 
aircraft  and  layovers  at  intermediate  points.   The  DOT'S  decade- 
old  existing  rules  on  this  subject  do  not  perform  this  important 
task . 

Second,  in  order  to  minimize  the  adverse  competitive  impact 
of  code-sharing  on  non  mega-carriers,  new  rules  should  be 
published  requiring  that  all  U.S.  and  foreign  carriers 
participating  in  code-sharing  activities  in  markets  to/ from  and 
within  the  United  States  must  meJce  comparable  arrangements 
available  to  all  competing  U.S.  C2urriers  on  equivalent  financial 
terms.   The  heurm  presently  being  caused  to  small  carriers  that 
are  prevented  from  participating  in  code-sharing  arrangements 
comparable  to  those  of  the  mega-carriers  is  one  of  the  most 
serious  flaws  of  the  current  aviation  scene. 

Tower  Air  urges  your  Committee  to  request  that  such  a  public 
forum  be  instituted  by  the  Department  of  Transportation  as  soon 
as  possible  for  the  purpose  of  excunining  —  and  rectifying  — 
these  important  public  policy  problems. 
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STATEMENT  BY  THE 
INTERNATIONAL  AIRINE  PASSENGERS  ASSOCIATION 

FOR  THE  HEARING  ON 
UNITED  STATES  INTERNATIONAL  AVIATION  POLICY 

BY  THE 

SUBCOMMITTEE  ON  AVIATION  OF  THE 

PUBLIC  WORKS  AND  TRANSPORTATION  COMMITTEE 

OF  THE  U.S.  HOUSE  OF  REPRESENTATIVES 

MAY  5,  1994 


The  International  Airline  Passengers  Association  is  pleased  to  submit  the 
following  lAPA  Policy  Statement  on  International  Aviation  for  inclusion  in  the 

record  of  this  Hearing. 


Washington.  D  C 
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INTERNATIONAL  AIRLINE  PASSENGERS 
ASSOCIATION  I  WESTERN  HEMISPHERE 

POLTCY  STATEMENT  ON 
TNTERNATTONAT.  AVIATION 


The  International  Airline  Passengers  Association  /  Western  Hemisphere  is  issuing 
this  Policy  Statement  on  International  Aviation  to  inform  our  members,  the  airlines,  and 
governments  about  our  positions  on  this  subject. 

I.        THE  AIRLINE  PASSENGERS  BILL  OF  RIGHTS. 

To  travel  in  safety  and  comfort. 

To  have  multiple  choices  of  airlines,  flight  times,  routings,  and  levels  of  service. 

To  pay  the  lowest  possible,  competitively  based,  published  fare  for  the  level  of 
service  booked,  with  whatever  amenities  or  incentives  are  provided  to  induce  airline 
passengers  to  travel  on  that  airline,  including  frequent  flyer  benefits. 

Toffy  on  the  most  direct  route  and  to  have  the  fewest  number  of  stops  and  changes 
of  planes. 

To  have  fill  and  fair  disclosure  of  all  of  the  terms  and  conditions  of  the  airline 
transportation  including:  the  applicable  rules  of  the  fare  or  promotion;  the  name  of 
the  air  carrier  that  is  performing  the  air  transportation  (especialfy  for  code  sharing 
flights);  and  all  commissions  and  fees  received  by  a  travel  agent  for  the  booking. 

To  have  quick  resolution  of  disputes  and  prompt  refunds  of  money  owed  to 
passengers. 


Woshingron.  DC.  London  .»,^ong  Kong 
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II.  lAPA  SUPPORTS  GOVERNMENT  POLICIES.  REGULATIONS.  STATUTES. 
AND  TREATIES  THAT  CONFORM  WITH  THE  AIRLINE  PASSENGERS 
BILL  OF  RIGHTS. 


1.       Passenger  Safety. 

lAPA  and  its  airline  passenger  members  demand  the  highest  level  of  safety  possible 
from  governments,  airlines,  airports,  and  others  with  responsibility  for  aviation 
safety. 


Passenger  Choices. 

To  ensure  that  airline  passengers  have  the  largest  possible  choice  of  airlines  to  select 
from  for  their  trips,  lAPA  supports  both  domestic  and  international  airline 
deregulation.  lAPA  therefore  opposes  government  restrictions  on  routes  operated 
and  fares  charged  by  airlines  for  both  domestic  and  international  flights. 

A.  Domestic  Flights. 

(1)  Domestic  Airline  Deregulation.  lAPA  supports  domestic  airline 
deregulation,  which  gives  the  airlines  of  Country  A  the  right  to  fly  to 
any  point  in  Country  A. 

(2)  Cabotage.  lAPA  takes  no  position  on  the  right  of  governments  to 
restrict  cabotage  --  when  an  airline  from  Country  B  can  fly  passengers 
for  compensation  between  two  points  within  Country  A. 

B.  International  Flights. 

(1)  International  Airline  Deregulation  and  Equal  Economic 
Opportunity. 

lAPA  supports  international  airline  deregulation  and  equal  economic 
opportunity  for  the  international  airlines  of  Country  A  and  Country  B 
when  providing  air  transportation  between  Country  A  and  Country  B, 
and  to  points  beyond. 
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Passenger  Choices. 

B.       International  Flights. 

(1)  International  Deregulation  and  Equal  Economic  Opportunity.  (Cont'd.) 

(a)  lAPA  supports  the  right  of  airlines  of  Country  A  and  Country  B 
to  fly  between  any  point  in  Country  A  and  any  point  in  Country 
B.  This  would  enable  airline  passengers  originating  in  Country 
A  or  Country  B  to  have  a  choice  of  air  carriers  from  Country  A 
and  Country  B  to  take  from  their  originating  point  to  their 
destination  point. 

(b)  With  equal  economic  opportunity,  the  airlines  of  Country  A,  and 
the  passengers  that  wish  to  use  the  airlines  of  Country  A,  would 
have  the  same  access  to  all  of  the  international  city-pairs 
available  to  the  airlines  of  Country  B,  for  passengers  originating 
in  Country  A,  stopping  or  connecting  in  Country  B,  and 
continuing  on  to  Countries  C,  D,  or  E  (the  "Countries  Beyond"). 

(2)  Obtaining  Equal  Economic  Opportunity  for  the  Airlines  of  Country 
A  and  Country  B. 

(a)  Negotiated  Methods  of  Obtaining  Equal  Economic 
Opportunity. 

[1]  Bilateral  Treaties.  Through  bilateral  negotiations 
(between  Country  A  and  Country  B)  with  each  country 
trying  to  obtain  rights  for  the  airlines  of  Country  A  and 
Country  B  to  fly  to  the  Countries  Beyond. 

[2]  Multilateral  Treaties.  Through  multilateral  negotiations 
(between  Countries  A,  B,  C,  D,  and  E)  to  obtain  the  rights 
for  all  of  the  airlines  in  these  countries  to  fly  among  and 
between  these  countries. 

[3]  Worldwide  Treaty.  Through  a  new  worldwide  airline 
treaty  between  all  the  nations  (like  the  Chicago  Convention 
of  1944)  to  provide  equal  economic  opportunity  on  a 
worldwide  basis  for  the  airlines  of  all  signatory  nations. 
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Passenger  Choices. 

B.       International  Flights.  (Cont'd.) 

(b)      Other  Methods  of  Obtaining  Equal  Economic  Opportunity. 

If  Country  B  cannot  obtain  from  the  Countries  Beyond,  the  rights 
for  airlines  of  Country  A  equivalent  to  that  of  the  rights  of 
airlines  of  Country  B,  then  the  Government  of  Country  A  could 
do  any  of  the  following  to  equalize  the  economic  opportunities  of 
the  airlines  of  Country  A  and  Country  B. 

[1]  Limit  Code  Sharing.  Limit  the  airlines  of  Country  B 
from  "code  sharing"  with  airlines  of  Country  A  to  provide 
what  appears  to  be  single  airline  service  to  passengers 
originating  in  Country  A,  flying  to  Country  B  and 
connecting  there  to  a  flight  to  the  Countries  Beyond. 
What  actually  occurs  in  international  code  sharing  is  that 
an  airline  of  Country  A  carries  passengers  to  Country  B 
where  an  airline  of  Country  B  then  carries  the  passengers 
to  the  Countries  Beyond.  This  is  shown  to  the  passenger 
as  being  performed  by  a  single  carrier,  on  a  single  ticket, 
when  in  fact  this  is  being  operated  by  two  different 
airlines.  International  code  sharing  is  more  fully  discussed 
in  Section  5.  of  this  Policy  Statement  entitled  "Full  and 
Fair  Disclosure." 

-  or  - 

[2]  Limit  "Fifth  Freedom  Rights."  Limit  the  "Fifth  Freedom 
Rights"  of  the  airlines  of  Country  B  --  the  right  of  an 
airline  of  Country  B  to  pick  up  passengers  in  Country  A 
and  carry  them  to  the  Countries  Beyond,  on  a  flight  that 
originates  in  Covmtry  B. 
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Passenger  Choices. 

B.       International  Flights. 

(b)       Other  Methods  of  Obtaining  Equal  Economic  Opportunity,  (Cont'd.) 

[3]  Limit  "Sixth  Freedom  Rights".  Limit  the  "Sixth  Freedom 
Rights"  of  the  airlines  of  Country  B  ~  the  right  of  an  airline 
of  Country  B  to  carry  passengers  from  Country  A  to  the 
Countries  Beyond  through  Country  B  on  a  single  ticket  with 
baggage  checked  through  to  the  final  destination  in  the 
Countries  Beyond. 


[4]      Treaty  Renunciation  and  Suspension  of  Air  Services. 

Country  A  could  renounce  its  bilateral  treaty  with  Country  B, 
with  a  one  year  notice  and  renegotiation  period.  This  would 
then  be  followed  by  a  suspension  of  air  services  between  the 
two  counties  if  a  new  treaty  that  provides  for  equal  economic 
opportunity  for  the  airlines  of  both  countries,  is  not  entered 
into  within  that  one-year  period.  Airline  service  would  be 
restored  as  soon  as  a  new  treaty  is  entered  into  between  the 
two  countries. 

[a]  Although  this  might  create  some  short-term  disruptions 
and  inconvenience  for  passengers,  the  benefits  in  the 
long  run  to  passengers  of  a  liberalized  treaty  with 
equal  economic  opportunity  for  all  airlines  would  be 
so  great  as  to  make  it  worthwhile. 

[b]  Like  a  strike,  the  suspension  of  airline  services 
between  the  two  countries  will  motivate  the 
governments  to  come  to  an  agreement. 

[c]  What  normally  occurs  with  a  treaty  renunciation  is  that 
the  status  quo  is  maintained  at  the  end  of  the 
renunciation  period  until  a  new  treaty  is  signed  by  the 
countries.  Without  the  suspension  of  airline  services, 
the  country  which  is  satisfied  with  the  status  quo  can 
stall  during  the  negotiations,  never  enter  into  a  new 
treaty,  and  never  provide  equal  economic  opportxmity. 


ifPjf 


330 


lAPA  POLICY  STATEMENT  ON 

INTERNATIONAL  AVIATION  Page  6 

3.  RATES.  SERVICES.  AND  INCENTIVES. 

A.  lAPA  supports  airfares  that  are  set  by  the  marketplace,  through  open  and  fair 
competition,  not  by  government  regulation. 

B.  lAPA  opposes  government  limitations  on  the  types  of  service,  amenities, 
incentives,  or  frequent  flyer  benefits  provided  to  airline  passengers  to  induce 
them  to  travel  on  that  airline. 

4.  ROUTINGS. 

Passengers  usually  want  to  fly  on  the  most  direct  route  and  have  the  fewest  number 
of  stops  and  changes  of  planes.  lAPA  wants  to  ensure  that  when  passengers  book 
trips  that  airlines  and  travel  agents  are  providing  the  most  direct  routings. 

5.  FULL  AND  FAIR  DISCLOSURE. 

lAPA  supports  full  and  fair  disclosure  of  all  of  the  facts  needed  to  make  a  reasoned 
commercial  decision  on  the  purchase  of  air  travel,  including  the  following. 

A.  Fares  and  Promotions.  lAPA  wants  full  disclosure  of  all  of  the  terms  and 
conditions  of  the  fare  or  promotion  being  offered  by  the  airline. 

B.  Code  Sharing.  lAPA  wants  there  to  be  full  and  fair  disclosure  of  the  air 
carrier  that  is  actually  performing  the  air  transportation.  In  code  sharing 
situations  the  ticket  may  indicate  one  airline  is  performing  all  of  the  flights, 
when  in  fact  one  or  more  of  the  flights  is  actually  performed  by  another 
airline.  In  order  to  make  informed  purchase  decisions,  passengers  must  be 
informed  about  which  air  carrier  is  actually  operating  which  segment  of  the  trip. 

(1)  lAPA  members  generally  like  code  sharing,  for  both  domestic  and 
international  flights,  because  it  provides  many  benefits  to  airline 
passengers  including:  through  fares;  single  tickets;  more  convenient 
connections;  through  baggage  checking;  and  frequent  flyer  benefits. 
Although  these  services  can  be  provided  by  normal  interline 
agreements,  they  are  usually  enhanced  through  code  sharing 
arrangements. 
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5.  FULL  AND  FAIR  DISCLOSURE. 

B.  Code  Sharing.  (Cont'd.) 

(2)  With  respect  to  international  code  sharing,  lAPA  prefers  international 
airline  deregulation  as  the  best  method  of  providing  the  largest  number 
of  airlines  and  fares  for  international  travel.  As  an  interim  step  to 
international  airline  deregulation,  lAPA  can  support  multiple 
international  code  sharing  agreements  through  one  country,  several 
countries,  or  through  third  country  code  sharing,  which  when  taken 
together,  provide  competition  on  a  large  number  of  city-pairs. 

(3)  Since  the  primary  goal  of  lAPA's  international  aviation  policy  is  to 
provide  equal  economic  opportunity  for  the  airlines  of  Country  A  and 
Country  B,  lAPA  is  opposed  to  international  code  sharing  arrangements 
which  do  not  provide  equal  economic  opportunity  and  which  stifle 
competition  by  providing  substantial  benefits  to  one  group  of  airlines 
to  the  exclusion  of  others.  If  the  goal  of  international  aviation  policy 
is  to  obtain  equal  economic  opportunity  for  the  airlines  of  Country  A 
and  Country  B,  then  granting  preferential  rights  through  code  sharing 
to  only  one  airline  from  Country  A  and  one  airline  from  Country  B 
does  not  advance  that  goal  without  providing  equivalent  benefits  to  all 
airlines  of  Country  A  and  Country  B,  or  without  providing  third 
country  code  sharing  rights  to  all  of  the  other  airlines  of  Country  A  and 
Country  B,  or  without  there  being  a  truly  equivalent  code  sharing 
opportunity  with  another  country. 

C.  Commissions  and  Fees.  LAPA  wants  fiill  disclosure  by  travel  agents  of  all 
of  the  commissions  and  other  fees  received  by  the  agent  for  the  issuance  of 
an  airline  ticket  or  other  booking.  This  might  prevent  favoritism  by  the  travel 
agent  of  an  airline  that  is  providing  commission  overrides  to  that  travel  agent 
for  higher  sales  volume  on  that  airline. 

6.  DISPUTES  AND  REFUNDS. 

A.  Passengers  want  quick  resolution  of  disputes  with  airlines,  whether  the  dispute 
relates  to  lost  baggage,  delayed  or  canceled  flights,  or  service  problems. 

B.  Passengers  also  want  to  receive  prompt  refunds  or  credit  to  their  charge  cards 
quickly,  when  they  are  entided  to  receive  them. 
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Mr.  Chairman,  Members  of  the  Subcommittee,  I  appear  before  you  today  on  behalf  of 
more  than  3,300  Member  companies  of  the  National  Business  Aircraft  Association  (NBAA) 
which  own  and  operate  general  aviation  aircraft  as  an  aid  to  the  conduct  of  their  business,  or 
are  involved  with  business  aviation.  It  is,  once  again,  a  genuine  pleasure  to  present  our  views 
concerning  this  country's  international  aviation  policy  and  the  important  role  of  business 
aviation  in  the  global  economic  arena. 

Before  proceeding,  I  would  respectfully  request  that  two  publications  be  placed  into 
the  official  record  of  this  hearing  at  this  point ...  NBAA's  ISSUES  '94  document  which  details 
the  Association's  legislative  and  regulatory  agenda  for  the  year  and  a  brochure  associated  with 
the  NO  PLANE.  NO  GAIN,  advocacy  program  recently  initiated  by  NBAA  and  the  General 
Aviation  Manufacturers  Association  (GAMA).  Our  agenda  relates,  in  part,  to  the  focus  of  the 
Subcommittee's  current  considerations  and  the  advocacy  program  is  designed  to  increase  the 
awareness  of  the  value  of  business  aviation  to  the  nation's  economy  and  transportation 
system.  We  believe  that  if  our  community  is  fully  understood  those  who  are  considering  it  for 
one  reason  or  another,  including  the  members  of  this  Subcommittee,  will  have  a  clearer  basis 
from  which  to  make  related  decisions. 

An  increasing  number  of  NBAA  Member  companies  are  traveling  outside  the  United 
States.  More  than  50,000  international  flights  are  made  by  business  aircraft  operators  each 
year.  More  than  36  %  of  NBAA  aircraft  are  used  for  international  flights.  This  is  growing,  and 
it  is  anticipated  that  in  the  near  future  more  than  50%  of  the  NBAA  fleet  (5,000  plus  aircraft) 
will  be  involved  in  international  travel. 
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There  are  several  reasons  for  the  ever  increasing  international  activity  related  to 
business  aviation.  The  need  of  American  business  for  reliable  and  safe  travel  to  volatile  regions 
of  the  globe;  expanding  business  activity  in  the  Pacific  Rim;  and  accessibility  of  potential  new 
markets  in  the  former  Soviet  Union  and  the  Eastern  Bloc  countries  —  just  to  name  a  few. 
Additionally,  nearly  25%  of  NBAA  Member  companies  have  received  an  FAA  exemption  to 
FAR  91.51  granted  only  to  NBAA  Members,  which  allows  them  to  operate  in  the  Western 
Atlantic,  the  Caribbean  and  the  Gulf  of  Mexico  with  a  single  long-range  navigation  unit. 

NBAA  is  also  a  founding  member  of  the  International  Business  Aviation  Council,  Ltd. 
which  represents,  promotes  and  protects  the  interests  of  business  aviation  in  international 
fora.  IBAC  is  involved  in  aaivities  which  ensure  that  the  needs  and  interests  of  business 
aviation  on  a  global  scale  are  clearly  presented  to,  and  understood  by,  those  national  and 
international  authorities  and  organizations  which  influence  the  safety,  efficiency  and 
economic  use  of  business  aircraft.  This  is  to  ensure  ever  widening  recognition  of  the  fact  that 
international  operations  conduaed  by  business  aircraft  are  of  primary  imponance  to  the 
economy  and  well-being  of  all  nations. 

However,  this  is  not  enough.  The  business  aviation  community  is  threatened  by 
barriers  to  access  which  are  in  place  or  being  contemplated  for  various  reasons  worldwide. 
Further,  U.S.  international  aviation  policy  does  not  always  consider  the  needs  of  the  entire 
aviation  community,  including  business  aviation.  NBAA  stresses  the  need  for  fair  and  equal 
access  to  the  global  aviation  environment  to  ensure  businesses  are  able  to  compete 
economically  in  the  fast-paced  global  marketplace.  The  Association  urges  Congressional  and 
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Administration  officials  to  protect  and  enhance  the  rights  of  the  business  community  to  use 
U.S. -registered  aircraft  worldwide. 

There  are  specific  examples  of  NBAA's  concerns  in  this  regard  that  I  will  be  glad  to 
comment  on  during  the  question  and  answer  period.  They  relate  to  a  difficult  situation  in 
terms  of  access  to  Japan,  as  well  as  ridiculous  landing  fees  in  Mexico. 

Further,  it  is  important  to  strengthen  the  effectiveness  of  the  FAA  in  the  international 
aviation  community  through  the  Agency's  role  with  ICAO,  the  JAA  and  other  bodies,  as  well 
as  through  action  to  increase  funding  for  the  FAA  certification  and  harmonization  program  to 
improve  and  reduce  the  burden  of  international  regulations  on  U.S.  aviation  interests.  And, 
NBAA  supports  increased  staffing  of  "overseas"  inspection  and  certification  services  that 
facilitate  international  operations  of  U.S.  operators. 
Thank  you. 
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|hy,  in  an  era  of  cost  control,  stockholders 
can  be  pleased  to  see  the  company  purchase  an  airplane. 


Put  yourself  in  the  shoes  of  an  active,  involved 
stockholder. 

You're  interested  in  the  pcijformance  of  the 
companies  you  own  and  monitor  each  one's 
performance  regularly. 

So  imagine,  for  a  moment,  that  one  of  your 
companies  announces  a  plan  to  purchase  an  airplane. 
Management  says  the  plane  will  boost  productivit}-, 
allow  for  more  and  better  on-site  review  of  operations 
and  make  it  attractive  for  customers  to  visit  the 
company's  headquarters.  Is  your  reaction  one  of 
concern?  Do  you  conclude  that  costs  are  running 
out  of  control?  Is  this  a  "perk?" 

Or,  is  it  encouraging  news  for  the  stock?  The 
company  may  be  investing  wisely  in  an  asset  that 
can  save  management  time,  boost  productivit)'  and 
enhance  its  overall  financial  results. 

Either  way,  you're  faced  with  an  investment 
decision:  Do  you  sell,  hold  or  buy  more  of  this 
company's  stock? 


If  you  have  any  doubt,  you  may  be  surprised,  even 
pleased,  at  the  findings  of  new  research. 

Arthur  Andersen  Research:  Compelling 
new  statistics  on  business  aviation 

Arthur  Andersen,  a  leading  global  accounting  firm, 
has  completed  a  sti.idv  of  companies  that  purchased 
and  operated  business  aircraft  versus  those  that  did  not. 

The  report  addresses  several  important  measures 
of  performance: 

•  Sales  growth 

•  Earnings  grow  th 

•  Long-term  return  to  shareholders 

•  Productivity 

This  research  suggests  that  business  aircraft  may 
provide  a  measurable  and  meaningful  competitive 
advantage  and  that,  over  the  long  haul,  the  actual 
business  performance  of  companies  purchasing  and 
operating  aircraft  Is  superior  to  non-operators. 


NO  PLANE.   SLOWER  SALES  GAIN. 


Companies  That  Purchased  Aircraft  Show  Greater  Post-Purchase  Sales  Growth 
50%-)  Cumulative  Annual  Sales  Growth 
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Sales  Growth:  Operators  fly  higher 

In  one  segment  of  the  study,  /Vlhur  ;\ndersen 
examined  the  1986-1990  sales  growth  of  over  700 
public  companies  per  year. 

Companies  that  purchased  airplanes  during  this 
period  were  compared  to  all  other  public  companies 
of  similar  size.  Sales  levels  were  recorded  for  the  year 
of  purchase  and  up  to  four  subsequent  years. 

Arthur  Andersen  found  that  the  sales  of 
companies  purchasing  new  airplanes  grew,  on 
average,  at  a  higher  rate  than  non- purchasers. 

Three  vears  after  purchase,  for  example,  the 
airplane  buyers  achieved  an  average  8.5  percent 
higher  level  of  sales.  For  a  $1  billion  company,  that 
could  mean  an  extra  $85  million  in  sales. 

This  research  included  more  than  70  percent 
of  all  airplane  sales  to  publich'-held  compimies 
and  represented  a  wide  variety  of  business  types, 
including  manufacturing,  distribution  and 
service  companies. 

Business  Aircraft:  Earning  their  keep 
in  earnings  per  share 

Perhaps  nothing  is  more  important  to  the 
investor  than  growth  in  earnings  per  share. 

Arthur  .Andersen  reviewed  the  findings  of  a 
study  that  showed  companies  purchasing 
airplanes  gaining  a  41.3  percent  advantage  in 
earnings  per  share  growth  rate  after  one  year 
and  averaging  37.1  percent  over  four  years. 

The  studv  included  all  public  companies  that 
purchased  turbine  airplanes  in  the  years  1986 
and  1987  and  compared  their  earnings  per  share 
growth  over  the  following  four  years  to  that  of 
the  4,500  public  companies  that  make  up  the 
Value  Line  Index. 


'On  average, 

among  the  766 

companies  studied 

each  year,  those  that 

acquired  business 

airplanes  experienced 

greater  sales  growth 

in  the  years  following 

the  purchase  than 

those  that  did  not." 

w$ — ^Arthur  Andersen 
Business  Aination 
Performance  Study 
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o  plane.  Smaller  stock  market  gains. 


Savvy  investors  focus  on  total  return  over  the  long  haul. 

Do  companies  that  operate  airaaft  perform  as  well  as 
non-operators  over  many  years? 

The  answer  is;  They  perform  better. 

FOmVNE's  honor  roll— 
92%  own  or  operate  aircraft 

If  there  ever  was  an  "honor  roll"  to  which  corpi)rate 
management  should  aspire,  it's  Fortune  magazine's 
aruiual  list  of  50  companies  with  the  "Highest  Total 
Return  to  Investors — 10  Years. " 

These  companies  achieved  an  astounding  30 
percent  compound  average  return  each  and  every^ 
year  between  1982  and  W2,  measured  bv  stock  price 
gains  and  dividends  happily  recei\  ed  bv  their 
faisighted  shareholders. 


This  list  is  dominated  by  aircraft  owners  and 
operators.  Forty-SLv  out  of  fifty  companies  use  business 
aircraft  to  gain  time,  flexibility  and  producti\it\ ,  as  well  as 
generous  gains  for  their  stixddiolders. 

What  kind  of  company  makes  it  to  Fortune's  honor  roll 
list?  These  are  great  companies.  Focused,  well  managed 
and  aggressfve.  But  the\  re  not  necessarih  huge 
multinationals,  either.  WTiile  some  are  household  names 
such  as  Coca-Cola,  Merck,  Kellogg,  Philip  Morris  and 
others,  many  are  unfamiliar  to  the  casual  investor.  Over 
half  are  smaller  firms  that  rank  between  250th  and  500th 
in  sales. 

Indeed,  the  popular  impression  that  onh'  big 
companies  use  business  aircraft  is  uxong.  Many 
of  these  operators  are  lean,  entrepreneurial,  growth- 
oriented  companies. 


Aircraft  Owners 
and  Operators 
Dominate 
Fortune's  Top  50 
Companies  With 
"Highest  Total  Return 
to  Investors." 


Based  on  1992/1993  Fortme  500— Ranked  By  Peifomiance  to  Investors.  1982-1992 


92% 
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WAL-MART 


Ten  years  ago.  a  smart  uncle  in  Arkansas 
could  have  tipped  you  off  to  a  local 
phenomenon  called  Wal-Mart.  -Qrowin'  like  a 
weed  m  all  these  outof  the-way  towns  *  A 
$20,000  Investment  in  Wal-fvlan  then  would 
be  burning  a  $1  million  hole  in  your  pocket 
today.  Wal-Mart  operates  a  substantial  fleet 
of  jets.  turtMprops  and  piston-engine  aircraft. 
The  real  surprise  is  that  back  m  1982.  when 
the  company  earned  $  06  a  share  and  paid  a 
one  penny  dividend.  Wal-Man  was  already 
committed  to  business  aviation.  Aircraft  mean 
staying  close  to  markets,  customers  and 
employees.  Today.  'Air  Wal-Mart"  transports 
up  to  60  managers  a  week.  For  Wal-Mart 
stockholders  its.  "No  Plane.  No  Gain." 


BusinessWeek's  "Productivity  Pacesetters": 
80°^o  operate  aircraft 

Producti\-ih-  is  Ihe  business  watchword  of  the  ]9^is. 
BusinessWeek  ranks  the  Standard  i  Poor  s  500  on  the  basis  of 
superior  sales  growth  per  etnployee.  It's  a  great  measure  of 
both  business  vitabty  and  cost  control. 

Eighty  percent  of  these  producti\it>-  pacesetters  own  or 
operate  business  aircraft. 


At  Sara  Lee  Corpora- 
tion, nobody  doesn't 


ke 


of 


building  a  premier, 
globally-branded  pack- 
aged goods  company.  Or 
ise  to  that  challenge.  So  this 
Fortune  All  Star  company  makes  good 
use  of  a  fleet  of  aircraft  that  operate 
domestically  and  worldwide.  The  overseas 
airplanes  log  700  to  900  hours  a  year  in 
pursuit  of  the  company's  objecti^-es:  margin 
improvement  and  high  return  lo  share- 
holders. They  fly  missions  for  sales, 
customer  service,  engineering  and  senior 
management  to  over  80  countries  where  the 
company  has  operations  and  over  120 
countries  where  there  is  sales  and  marketing 
activity.  For  Sara  Lee,  it's  "No  Plane.  No 
Gain.'  in  all  24  time  zones. 


"Among  the 
FORTUNE  500, 
those  companies  that 
produced  the  greatest 
return  to  investors  over 
the  ten-year  period 
1982-1992  were  also 
aircraft  operators. 
Aircraft  operation 
among  the  best  and 
worst  performers 
is  related  to 
total  return 
at  the  99  percent 
level  of  confidence." 


-Arthur  Andersen 

Business  Aviatiott 
Perfonnance  Study 
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Time 


Business  aircraft  invent  time.  Dav?  melt  to  hours. 
Hours  meit  to  minutes.  The  main  benefit  isn't 
comfort,  but  productivity-  and  efticieno,-  When 
management  does  more,  shareholders  benefit. 

Flexibility 

Business  aviation  expands  the  number  of  usable 
airports  from  the  5(XI  served  b\'  scheduled  airlines 
to  more  then  6,000  available  to  general  aviation. 

Productivity 

Travel  time  becomes  verv'  productive.  The  priv  ate 
environment  of  a  business  airplane  makes  an 
efficient  global  office,  especialh'  since  advanced 
satellite  communicafions  are  available. 

Security 

A  business  aircraft  is  just  about  one  of  the  best 
places  on  earth  to  hold  confidenfial  business 
meetings,  and  personal  securitv  is  assured. 

Customer  relations 

More  contact  gains  more  sales.  Nothing  is  as 
effective  or  efficient  as  a  business  aircraft  in 
keeping  you  face-to-face  with  your  customers. 

Safety 

General  aviation  has  achieved  its  best  safety- 
record  in  50  years.  The  record  for  business  aircraft 
flown  by  professional  crews  often  betters  that  of 
the  airlines,  making  it  one  of  the  world's  safest 
transportation  modes. 


Rubbermaid 


To  the  peopte  of  Rubtjermaid.  365  isn't 
just  the  number  of  da>^  in  a  year,  it's 
the  number  of  new  products  they 
launched  in  1992.  C^^e  fw  evefy  d^  of 
the  year.  People  who  move  this  fast 
need  transportation  that  can  keep  up. 
So  the  company  operates  two  business 
jets.  Like  Rubbermaid's  products, 
management  looks  to  its  aircraft  for 
utilfty  arxl  productivity  rattrer  than  "show 
bi2  '  As  a  result,  they  are  in  constant 
-se  by  a  wide  group  of  associates  ft's 
rot  unusual  to  have  a  middte-level 
c,''oup  from  Sates,  MIS,  or  R&D  "bump" 
-,enior  management  from  a  flight.  That's 
">ecause  the  focus  is  on  performance. 
particularly  financial  performance, 
^jbbermaid  stockholdera  enjoyed  a  10- 
rear,  25.7  percent  annual  return  and  a 
3S-year  stretch  of  consecutively  higher 
d  V  dends.  For  Rubbermaid,  its  "No 
Plane.  No  Gam"  365  days  a  year. 


■ 
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Mafketing  Research  Institute 

"MRI's  aircraft  double  productwity. 
Our  account  executives  see  8-10  clients  a 
week  instead  of  five." 

Marketing  Research  Institute  is  a  $2  million,  12-«mployee 
outfit  tfiat  operates  coast-to-coast.  So  Uiey're  quick  to  use 
and  praise  the  company's  single-engine,  four-place  airpiane 
as  a  productivity  mactiine;  It's  flying  120  days  a  year,  lo^ir® 
more  than  300  hours. 

Horton  Hokfli^,  bic 

"Our  directors  used  to  say  we  couldn't  afford  an 
airplane.  Now  they  say  Horton  Holding  can't 
afford  not  to." 

Horton  Holding  regularly  needs  to  visit  65  U.S.  sales  offices 
and  800  distrit)utors  of  its  higtvquality  brakes,  dutcties  and 
components.  But  it  isn't  a  huge  company.  Morton's  420 
employees  cover  their  territory  like  giants,  thanks  to  two 
business  aircraft.  And  that  gets  results:  The  company  has 
pDwn  four  times  in  size  since  acquiring  its  first  airplane 
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"For  Value  Line 
Companies  that 
purchased  new 
turbine  powered 
airplanes,  earnings 
per  share  in  the  years 
folloiving  the 
purchase  were, 
on  average, 
greater  than  the 
Value  tine  average 
earnings  per  share 
for  the^  years." 


-Arthiir  Andersen 
iness  Aviation 
ormance  Studi/ 


y^  IS  it  turns  out, 
the  company  airplane 
gives  both  stockholders 
and  management  a  lift. 

This  new  information  about  the  contribution  of 
business  aviation  couldn't  be  better  for  stockholders. 
"No  Plane."  means  "No  Gain."  in  uiles,  earnings,  total 
niuni  and  productivity. 

/\nd,  it's  good  news  for  company  managers.  For  too  long 
CEOs,  CFOs  and  Boards  of  Directors  have  tiptoed  around 
the  subject  of  the  compare'  plane. 

On  one  hand,  the)'  are  sensitive  to  critics  who  call  it  an 
expensi\e  "perk."  Some  are  defensive,  others  won't  even 
disaiss  the  subject. 

On  the  other  hand,  the\'  know  the  company  plane  is 
a  powerful  business  tool  that  makes  "impossible"  trips 
possible  and  helps  maintain  better  control  of  the  basiness. 

WTiat's  been  missing  fiom  this  debate  is  the  kind  of 
hard,  convincing  numbers  that  have  resulted  from  work  b\' 
Arthur  .Andersen,  an  independent  source. 

The  company  plane  is  a  productivity-  tool  and  a  boost 
to  performance.  Both  management  and  stockholders 
share  its  benefits. 
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I  lanes  mean  gains. 


New  evidence  points  to  positive  conclusions  about  the 
contributions  of  business  airaaft.  Companies  that  use  or 
purchase  airplanes  have: 

•  Sales  gains — 

averaging  7.4  percent  greater  growth  tlian  non- 
purchasers  over  a  4 -year  period. 

•  Earnings  per  share  gains 
averaging  30  percent  greater  than  the 
Value  Line  Stock  Index. 

•  Productivity  gains  - 

80  percent  of  BusuiessWeek's  "Productivity 
Ricesetters"  operate  aircraft. 

•  Shareholder  gains^ 

92  percent  of  Fortune  magazine's  top  performing 
companies  operate  airaaft. 


The  General  Aviation  Manufacturers 
Association  (GAMA)  and  the  National 
Business  Aircraft  Association  (NBAA) 
represent  the  manufacturers  and  users 
of  the  best-built  business  productivity 
tools  in  the  v»orld. 


General  Aviation 
nanufacturers  Association 
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